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To our Shareholders:

Thank you for your support during this past year. Our 2008 year was a very excmng nme
for our company. Skinny Watere has taken its place on the shelves of major supermarkets
right next to Vitamin Water® and Lifewaters. We have found that our shareholders have
been a big part of our success. Not a day goes by that we don’t get a lead, an idea, a
question or a notice about an opportunity in a store. We welcome this interaction and
hope you will keep it up! Our job now is to get Skinny Water in more locations for
everyone to enjoy! o

State of the Company

As of March 31, 2009, Skinny Water is now in 20 states represented by 32 distributors.
We have sold 130,000 cases in the first three months of 2009 compared to 7,300 cases for
same tlme last year (1 case = twelve 16 ounce bottles).

Our sales for the first quarter of 2009 were $1,125 700 a substantial increase over the
same period last year during which we generated $43,400 in revenues. Our reported net
loss for the first quarter was $847,800 as compared to $394,900 for the prior year perlod
(of which amount $239,050 is non cash related to employee stock option and warrant
expense). We have also invested heavily in building our distribution network.
Additionally, we are investing in the supermarket channel with customary product
placement fees and in-store advertisements. We view these expenses as mvestments with
potennal long term, recurring gams :

In addition to Target, which was our only chain customer in 2008, we are now in the
following supermarkets: : : :

- Acme

- Giant

- Redners

- Shaws

- Albertsons

- Marsh’s

- Gelsons

- Thriftway

- Shoppers Food
- Ukyops
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Our strategy has been to focus our marketing on promotions that directly have a sales
impact, at the point of sale, such as in store promotions, in store sampling, coupons,
sweepstakes and contests. We have also initiated a Hollywood outreach program to
introduce Skinny Water to personalities who have an influence on the buying habits of
consumers.

On the personnel side, we have been adding employees with significant beverage
experience. We are now up to 16 employees and we are continuing to look for qualified
people that can help us further shape and grow our company.

The introduction of our newest flavor, Orange Cranberry Tangerine, has been very well
received. We hope you have a chance to try it. We are also working on several “Skinny
Teas” which we plan to introduce this sumimer. : ’ ~ :

We now have bottling plants that we work with in Dunkirk, NY and Fontana, CA. With
several bottling productions runs under our belt, we have been able to reduce our cost
goods in the manufacturing process from purchasing, higher production volumes and
overall efficiencies.

We recently announced an agreement to acquire all of the international “Skinny”
trademarks from Peace Mountain. Upon closing, we will own a family of Skinny
trademarks, including “Skinny Water”. These additional marks include Skinny Teas,
Skinny Smoothies, Skinny Javas, Skinny Juice and others. This will eliminate our royalty
payments to Peace Mountain, (currently 5% of sales) and enable us to increase our gross
profits. We believe that this transaction will ultimately pay for itself, and be an ongoing
benefit to the company. This also gives us more flexibility in pursuing international
distribution. '

The category of zero/low calorie enhanced beverages is growing rapidly. Calorie-
conscious consumers are looking for alternatives to traditional beverages and many
school districts are controlling the sale of sugar laden beverages to children. Further,
there are ongoing dialogs at the Federal and State government levels to tax sugar laden
drinks. Skinny Water fills a growing need. Most importantly, it tastes great.

Thank you for your support in the past year. I hope you can come to the annual meeting
on July 2, 2009. If you can’t come, please vote! We want to hear from you!

If you have any questions, please feel free to contact myself, Michael Salaman,
(michael@skinnyco.com) or Don M¢ Donald, (don@skinnyco.com), at (610) 784-2000.

Sincerely,

....... )-%m:{af/( 0 %ﬁ =

Rohald Wilson
President and CEO
ron{@skinnyco.com
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PART I
Item 1. Description of Business
Forward Looking Statements

- This Report contains statements which constitute forward-looking statements within the meaning of Section 274 of the
Securities Act of 1933 and the Securities Exchange Act of 1934. We have based these forward-looking statements largely on our
current expectations and projections about future events and financial trends that we believe may affect our financial condition,
results of operations, business strategy and financial needs. These forward-looking statements are subject to a number of risks,
uncertainties and assumptions, including those described in “Risk factors.” No forward-looking statement is a guarantee of future
performanice and you should not place undue reliance on any forward-looking statement. Our actual results may differ materially
Jfrom those projected in any forward-looking statements, as they will depend on many factors about which we are unsure, including
many factors which are beyond our control. The words “may,” “would,” “could,” “will,” “expect,” “anticipate,” “believe,”

“intend,” “plan,” and “estimate,” as well as similar expressions, are meant to identify such forward-looking statements. Forward-
looking statements contained herein include, but are not limited to, statements relating to:

<

. Qur future financial resulls;
. - Our future growth and expansion into new markets; and
e ° Qur future advertising and marketing activities.

Except as otherwise required by law, we undertake no obligation to update or revise any forward-looking statement
contained in this Annual Report. The safe harbors for forward-looking statements provided by the Securities Litigation Reform Act of
1995 are unavailable to issuers not previously subject to the reporting requirements set forth under Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended, and whose securities are considered to be a “penny stock” and accordingly may not be
available to us. '

2« FTaNd

As used in this Report, references to the “we,” “us,” “our” refer to Skinny Nutritional Corp. unless the context indicates
otherwise.

Business Development

Skinny Nutritional Corp. (“Skinny”), formerly known as Creative Enterprises International, Inc., is the exclusive worldwide
licensee of several trademarks for the use of the term “Skinny.” We are developing and marketing a line of functional beverages, all
branded with the name “Skinny” that are marketed and distributed primarily to calorie and weight conscious consumers. Our business
strategy is to develop a variety of functional beverages utilizing our licensed Skinny trademarks. These trademarks include Skinny-
Water ®, Skinny Tea ®, Skinny Shakes ®, Skinny Java ® and others. In 2004 we began implementing our business plan of marketing
and distributing Skinny Water as a dietary supplement. As described in greater detail below, in October 2006 we restructured our
supplier relationships and changed our corporate name to Skinny Nutritional Corp. to evidence our focus on marketing and
distributing nutritional products branded “Skinny” designed to assist consumers in their weight-management efforts.

We were originally incorporated on June 20, 1984, in the State of Utah as Parvin Energy, Inc. Our name was later changed to
Sahara Gold Corporation and on July 26, 1985 we changed our corporate domicile to the State of Nevada and on January 24, 1994 we
changed our name to Inland Pacific Resources, Inc. On December 18, 2001, we entered into an agreement and plan of reorganization
with Creative Enterprises, Inc., a Delaware corporation, and changed our name to Creative Enterprises International, Inc. This
agreement provided that all shares of common stock of the Delaware corporation issued and outstanding on that date be exchanged for
shares of common stock issued by the Nevada corporation, which changed its name after the reorganization to Creative Enterprises
International, Inc. Prior to the reorganization, we had 32,659,591 shares of common stock outstanding and pursuant to the agreement,
we effected a 1 for 16.33 reverse stock split. This reduced the number of outstanding shares to 2,000,000. We then'issued an
additional 2,500,000 post-split common shares in the acquisition. On September 18, 2002 we filed a registration statement on Form
SB-2 with the Securities and Exchange Commission. This registration statement was amended on five occasions and ultimately
withdrawn on September 30, 2004 prior to being declared effective by the SEC. The registration statement was filed solely on behalf
of certain of our security holders and in conjunction with an offering of warrants to our then-current stockholders and did not attempt
to register shares to be sold directly by our company. This filing was withdrawn for a number of reasons. First; the shares of common
stock held by the proposed selling security holders became eligible to be resold pursuant to Rule 144(k) and accordingly did not
require us to further prosecute the registration statement. In addition, as we were entering into a new line of business shortly after
filing the final amendment to the registration statement, the additional expense and effort required was not justified in light of
availability of the exemption provided by Rule 144(k). We decided to change our line of business as management subsequently
determined that it would not be cost-effective for'us to continue to attempt to-develop a market in the United States for the products
described in that registration statement. In 2004, management was able to negotiate license agreements with Peace Mountain Natural
Beverage Corporation (as described below) in order to provide us with the rights to various Skinny trademarks necessary to engage in
our present business line. On November 15, 2006, holders of approximately 53% of our issued and outstanding common stock
consented in writing to the adoption of resolutions approving, among other, things, the change in our corporate name to “Skinny
Nutritional Corp.”



For our 2008 fiscal year, we generated revenues of $2,179,055 and incurred a net loss of $6,232,123, of which $2,824,252
was non-cash related. Since our formation and prior to 2005, our operations were devoted primarily to startup and development
activities, including obtaining start-up capital; developing our corporate hierarchy, including establishing a business plan; and
identifying and contacting suppliers and distributors of functional beverages and dietary supplements. Starting in our 2006 fiscal year,
we have been able to devote our resources to product development, marketing and sales activities regarding our line of Skinny
beverages, including the procurement of a number of purchase orders from distributors and retailers. This trend continued in our 2008
fiscal year.

Business Overview

We gperate our business in the rapidly evolving beverage industries and are currently focused on developing, di‘stributing and
marketing nutritionally enhanced functional beverages. Enhanced functional beverages have been leading the growth of beverage
consumption in the United States.

Our Skinriy Water pfoduct, which we originally introduced in 2005, has been reformulated to include six flavors (Acai Grape
Blueberry, Raspberry Pomegranate, Peach Mango Mandarin, Passionfruit Lemonade, Goji Fruit Punch and Orange Cranberry
Tangerine). We expect to launch Skinny Teas and new packaging SKUs in 2009. :

Our current business strategy is to develop Skinny Water ® product extensions and maintain our current national distribution
relationship with Target Corporation, focus in establishing a market for the Skinny beverages in the United States and generate sales
and brand awareness through sampling, street teams, in-store advertisements, retail-centered promotions, as well as building a national
sales and distribution network to take our products into retail and direct store delivery (DSD) distribution channels.

“Our principal executive offices are located at 3 Bala Plaza East, Suite 101, Bala Cynwyd, Pennsylvania. Our telephone
number is (610) 784-2000. ‘

General Business Developments in 2008
Financing Activities

As previously reported, we commenced a private offering of its common stock in December 2007 for up to a maximum of
$3,200,000 of shares at an offering price of $0.04 per share and the Company had received subscriptions of approximately $3.1
million. In this offering, we received gross proceeds of $3,163,000 and sold an aggregate of 79,075,000 shares of common stock to
accredited investors. After giving effect to offering expenses and commissions, the Company received net proceeds of approximately
$3.05 million. The Company agreed to pay commissions to registered broker-dealers that procured investors in the offering and issue
such persons warrants to purchase such number of shares as equals 10% of the total number of shares actually sold in the offering to
investors procured by them. Agent warrants shall be exercisable at the per share price of $0.05 for a period of five years from the date
of issuance. Based on the foregoing, agents have earned an aggregate of $55,000 in commissions and 1,362,500 warrants. In
connection with the offering, the Company relied on the exemption from registration provided by Section 4(2) of the Securities Act of
1933, as amended (the “Securities Act™), and Rule 506 promulgated thereunder. Based on the representations made in the transaction
documents, the Company believes that the Investors are “accredited investors”, as such term is defined in Rule 501(a) promulgated
under the Securities Act. ’

In addition, as previously reported, commencing in November 2008, we conducted a private offering in reliance upon the
exemption from registration provided by Section 4(2) of the Securities Act and Rule 506 promulgated thereunder pursuant to which
we sought to raise an aggregate amount of $1,875,000 of shares of common stock (the “November Offering”). On February 5, 2009,
the Company completed the November Offering. Total proceeds raised in the November Offering were $1,867,690 and the subscribers
purchased an aggregate of 31,128,167 shares of common stock. The Company intends to use the net proceeds from the November
Offering of approximately $1,800,000 for working capital, répayment of debt and general corporate purposes. In connection with the
November Offering, the Company’s Chief Executive Officer; Chief Financial Officer and Chairman agreed not to exercise a total of
12,000,000 options and 2,000,000 warrants beneficially owned by them until such time as the Company’s stockholders adopt an
amendment to its Articles of Incorporation to increase the number of the Company’s authorized shares of common stock. The
Company agreed to pay commissions to registered broker-dealers that procured investors and issue such persons warrants to purchase
such number of shares as equals 10% of the total number of shares actually sold in the November Offering to investors procured by
them. Agent warrants are.exercisable at the per share price of $0.07 for a period of five years from the date of issuance. We paid total
commissions of $20,959 and issued agent warrants to purchase 349,317 shares of common stock. The securities offered have not been
registered under the Securities Act and may not be offered or sold in the United States absent registration or an applicable exemption
from registration requirements. Based on the representations made in the transaction documents, the Company believes that the
Investors are “accredited investors™, as such term is defined in Rule 501(a) promulgated under the Securities Act. :



In addition to these transactions, the Company sold an aggregate of $175,000 of shares of its common stock to three
individual accredited investors in private sales and issued these investors a total of 3,541,667 shares of common stock. In connection
with the offering, the Company relied on the exemption from registration provided by Section 4(2) of the Securities Act of 1933, as

. amended. Based on the representations made in the transaction documents, the Company believes that the Investors are “accredited
investors”, as such term is defined in Rule 501(a) promulgated under the Securities Act.

Advisory Board

On March 20, 2008, the Company announced it established an advisory board to provide advice on matters relating to the
Company’s products. The Company will seek to appoint up to five individuals to its advisory board. On such date, the Company
appointed the following individuals to its advisory board: Pat Croce, Ron Wilson and Michael Zuckerman. As described below, in
December 2008, we appointed Mr. Wilson as our Chief Executive Officer and President. The Company also entered into a consulting
agreement with Mr. Croce, pursuant to which the Company agreed to issue warrants to purchase 3,000,000 shares of common stock at
$.05 per share consideration of his agreement to serve on the Company’s Advisory Board and for providing the marketing services for
the Company’s products. In addition to serving on the Advisory Board, Croce agreed to endorse and advertise, through an affiliate, the
Company’s products. In additional consideration for his agreement to provide the endorsement and marketing services, the Company
agreed to pay a royalty with respect to the sale of its products that he endorses for the duration of his endorsement services. The
Company issued each of the other initial members of its advisory board warrants to purchase 1,500,000 shares of Common Stock,
exercisable for a period of five years at a price of $0.05. Subsequently, we also granted Mr. Wilson an additional warrant to purchase
1,000,000 shares of Common Stock in April 2008, in consideration for additional consulting services provided by Mr. Wilson to us.
These warrants are also exercisable for a periad of five years at a price of $0.05 per share. The securities sold in or issued in
connection with the financing have not been registered under the Securities Act of 1933, as amended, and were offered and sold in
reliance upon the exemption from registration set forth in Section 4(2) thereof. We believe that the investors and the selling agent are
“accredited mvestors™; as such term is defined in Rule 501(a) promulgated under the Securities Act. -

Management Changes

On December 1, 2008, we entered into an employment relationship with Mr. Ronald D. Wilson, who will serve as the
President and Chief Executive Officer of the Company effective immediately. Contemporaneously with Mr. Wilson’s appointment as
the President and Chief Executive Officer of the Company, the Board elected Mr. Wilson to serve on the Company’s Board of
Directors for a period of one year or until his successor is elected and qualified. Mr. Wilson was appointed to replace Mr. Donald
McDonald as the Company’s President and Chief Executive Officer. Mr. McDonald will continue to serve on the Company’s Board of
Directors and as the Company’s Chief Financial Officer. Pursuant to an offer letter Mr. Wilson entered into with the Company, the
Company will pay and provide the following compensation to Mr. Wilson: (a) base salary of $150,000 per annum; (b) grant of
2,000,000 shares of restricted common stock; (c) grant of warrants to purchase 2,000,000 shares of common stock which shall be
immediately exercisable on the date of grant for a period of five years at an exercise price equal to the closing price of the Company’s
common stock on the date of grant; (d) subject to the approval of the Company’s stockholders of a new equity compensation plan,
options to purchase 2,000,000 shares of common stock, exercisable for a period of five years and which options will vest in full on the
first anniversary of the grant date and have an exercise price equal to the fair market value of the Company’s common stock, as
determined in accordance with the new equity compensation plan, on the date that such plan is approved by the Company’s
stockholders; (e) a car allowance of $700 per month; (f) reimbursement of health benefits or cash equivalent in an amount not to
exceed $1,000 per month; and (g) $2,000 per month for a rental lease for housing for 1 year period.

Our Industry

Weight management is a challenge for a significant portion of the U.S. population. The 2003-2004 National Health and
Nutrition Examination Study estimated that 66% of the adult population is overweight and 33% is obese, an increase from 47% and
15%, respectively, in 1976. According to the U.S. Department of Health and Human Services, overweight or obese individuals are
increasingly at risk for diseases such as diabetes, heart disease, certain types of cancer, stroke, arthritis, breathing problems and
depression. However, there is evidence that weight loss may reduce the risk of developing these diseases.

In addition to the health risks, there are also cultural implications for those who are overweight or obese. U.S. consumers are
inundated with imagery in media, fashion, and entertainment that depicts the thin body as the ideal type. Despite the high percentage
of overweight or obese individuals in the U.S., the popularity of dieting would seem to indicate consumers’ desire to be “skinny”.
According to Gallup surveys, approximately 62 million people in the United States were on a diet during 2006. Approximately -

6 million participated in commercial weight loss programs and 49 million conducted some form of seif- dlrected diet. We believe our
products are well positioned to attract both types of dieters.

Our products compete in the dietary supplement market and in the case of Skinny Water also as functional beverages. The
functional beverage market includes a wide variety of beverages with one or more added ingredients to satisfy a physical or functional
need. This category includes: vitamin and herbal enhanced flavored waters, ready-to-drink (RTD) teas, sports drinks, energy drinks,
and single-serve (SS) fresh juice. These industries are highly competitive and are subject to continuing changes with respect to the
manner in which products are provided and how products are selected. We investigate means of reducing our product cost, with no
impact on product integrity, to enable us to reduce the impact of these expenses on our revenues.
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Dietary supplements are sold in a variety of forms other than liquids, including tablets, capsules, bars, etc., and consist of
vitamins, minerals, hormonal supplements, herbal products and specialty combination formulas. Dietary supplements are also
marketed through various channels, including health food stores and mass-market (which may include retail and grocery store chains).
As a product, Skinny Water competes with dietary supplements in each of product types mentioned above as well as all of the
functional beverages mentioned above.

Our Products

Our line of products currently consists of six flavors of Skinny Water. Skinny Water, which was introduced in 2005, has been
reformulated and was launched in our second fiscal quarter of 2007. The company intends to market additional “Skinny” beverages in
the future, when it believes that market conditions are favorable.

Skinny Water ®

We originally formulated Skinny Water as water containing a proprietary, natural appetite suppressant, available in 3 flavors
with a natural water appearance. We initially introduced Skinny Water ® under the “Jana” brand. However, we now currently offer it
under its own brand - “Skinny”. To market this product, we rely on the licenses from Peace Mountain and Interhealth. We worked
closely with these companies to agree upon the ingredient blend utilized in Skinny Water.

In June of 2008 we launched the most recent formulations of Skinny Water as an extension to the original product line. The
new products are currently available in six flavors, each being a natural color, natural flavored, nutritionally enhanced beverage with
zero calories, zero sugar and zero sodium. Rather than focus on appetite suppression, these new products are designed as a calorie-free
alternative to other currently available enhanced beverages. These products contain no caffeine or ephedrine and are also preservative
free. A great amount of research and development was put into perfecting the taste. Each flavor is fortified with a different vitamin
and antioxidant package and every beverage contains calcium, potassium and EGCG.

Skinny Water is currently being bottled using a hot-fill method at 2 locations, Union Beverage in Union NJ and Cliffstar
Corporation in Fontana, CA. This bicoastal arrangement was set up to shorten shipping times to our distributors. We will be looking
for additional bottlers to attain the most efficient delivery to our distributors. We currently bottle our product in 12 bottle cases.

Our Raspberry Pomegranate Skinny Water product includes the dietary ingredient, “SuperCitriMax,” which is available for
use in beverages and foods in the U.S. and a number of other countries. Super CitriMax has been affirmed GRAS (Generally
Recognized as Safe) for use in functional beverages by the Burdock Group, a toxicology specialist that evaluates the safety of food
and beverage ingredients. This process involved an intensive review of all safety and toxicology data by a panel of scientific experts.
(Source: Interhealth Nutraceuticals, Inc.). Further, human clinical studies of Super Citrimax, conducted through Georgetown '
University Medical Center resulted in findings that included, weight loss, reduction in appetite, and an increase in fat burning and
metabolism when used in conjunction with diet and exercise. The results of their findings are published in the peer-reviewed journal,
Nutrition Research (24(1): 45-58, 2004). This product also includes ChromeMate ® which is a patented form of biologically active
niacin-bound chromium called chromium nicotinate or polynicotinate that we also obtain from Interhealth.

On August 1, 2004 we entered into a three year license agreement with Peace Mountain Natural Beverages Corporation
pursuant to which we licénse the exclusive right to bottle and distribute the “Skinny Products” worldwide. Under this agreement,
Skinny Products include “Skinny Water”, “Diet Water”, “Skinny Tea”, “Skinny Juice” and “Skinny Shake”. Skinny Water’s
proprietary formula has an all-natural appetite suppressant that helps people control appetite when taken in conjunction with diet and
exercise. Pursuant to this agreement, we must utilize only ingredients that are generally recognized as safe and must use concentrate
and formulations agreed to by Peace Mountain. Our license agreement with Peace Mountain Natural Beverages Corporation is for a
three year term and originally provided that it will automatically renew for additional one year periods unless terminated, provided
that we satisfy the minimum purchase amount specified in the contract or make a $10,000 monthly payment. We have spent
significant resources building the Skinny Water brand name, which we license in perpetuity under this agreement.

On October 4, 2006, we entered into an amendment to our License and Distribution Agreement with Peace Mountain Natural
Beverages Corporation. Pursuant to-this amendment, we agreed to pay Peace Mountain an amount of $30,000 in two equal monthly
installments commencing on the date of the amendment in satisfaction of allegations of non-performance by Peace Mountain. In
addition, the parties further agreed to amend and restate the company’s royalty obligation to Peace Mountain, pursuant to which
amendment, we will have a minimum royalty obligation to Peace Mountain based on a percentage of wholesale sales with a quarterly
minimum of $15,000. Skinny’s rights to the trademarks are in perpetuity as long as it satisfies the quarterly minimum payment of
$15,000. As described below under the caption “Legal Proceedings”, in 2008 we commenced an arbitration proceeding with Peace
Mountain to clarify certain aspects of this license agreement under the auspices of the American Arbitration Association. The
Company believes that this proceeding will result in a more definitive agreement for the future and is currently in discussions with
Peace Mountain in an effort to complete a new agreement to govern their relationship.



On June 7, 2004 we entered into an agreement with Interhealth Nutraceuticals Incorporated and obtained the right to sell,
market, distribute and package Super CitriMax ®’ in bottled liquid dietary supplement products. This right was granted by Interhealth
on a non-exclusive basis. We use Super CitriMax ®’ in certain of our Skinny Water products. We must purchase quantities of Super
CitriMax ®’ from the manufacturer and are licensed to use InterHealth’s trademarks and logos in marketing products containing Super
CitriMax ®. Qur agreement with Interhealth will continue unless terminated by either party.

Planned Products

We intend to-expand our product line to introduce the following products at such times as management believes that market
conditions are appropriate. Products under development or consideration include enhanced waters, Teas, Shakes and Javas. We are
also researching the new, all natural sweetener derived from Stevia as an additional zero calorie sweetener to use in our products.

Distribution, Sales and Marketing
Marketing and Sales Strategy

Our primary marketing objective is to cost-effectively promote our brand and to build sales of our products through our retail
accounts and distributor relationships. We will use a combination of sampling, radio, online advertising, public relations and
promotional/event strategies to accomplish this objective. Management believes that proper in-store merchandising is a key element to
providing maximum exposure to its brand and that retailer’s focus on effective shelf and display merchandising in order to yield
increased revenue per shopping customer. '

Through our arrangement with Target Corporation we continue to sell Skinny Water through approximately 1,625 stores
nationally. The company has initiated contact with several retailers who are reviewing our Skinny Waters. These retailers include
convenience stores, supermarkets, drug stores and club stores. As described below, we are also developing a National Direct Store
Delivery (DSD) network of distributors in local markets. To date, we have contracted with 32 DSDs in 19 states in the U.S. Currently
we have been authorized to sell Skinny products in all ACME Markets, Giant of Carlisle, select Shop Rite stores and select Walgreen
stores. Skinny products are now sold in over 2,000 stores. ‘

Distribution Strategy

The company’s distribution strategy is to build out a national direct store delivery (DSD) network of local distributors,
creating a national distribution system to sell our products. Distributors include beer wholesalers, non-alcoholic distributors, and
energy beverage distributors. To date, we have contracted with 32 DSDs in 19 states in the U.S., of which 12 are in the Anheuser
Busch network. We work with the DSD to obtain corporate authorization from chain stores in a particular market. It often takes more
than one DSD to deliver to all the stores within a chain. The company must coordinate promotions and advertising between the chain
stores and the DSD. The company also negotiates any slotting fees that are required for product placement.

We also distribute our products directly to select national retail accounts based on purchase order relationships. DSDs will
distribute to grocery, convenience, health clubs, retail drug, and health food establishments. We will contract with independent
trucking companies to transport the product from contract packers to distributors. Distributors will then sell and deliver our products
directly to retail outlets, and such distributors or sub-distributors stock the retailers’ shelves with the products. Distributors are
responsible for merchandising the product at store level. We are responsible for managing our network of distributors and the hiring of
sales managers, who are responsible for their respective specific channel of sales distribution.

Sources and Availability of Raw Materials; Manufacturing

We exclusively license a variety of trademarks from Peace Mountain and some of the ingredients that make up our formulas
from Interhealth. We license Skinny Water from Peace Mountain on an exclusive basis and we purchase supplies of Super CitriMax
and Chromemate from Interhealth on a non-exclusive basis. Super CitriMax and Chromemate are utilized in Skinny Water. Skinny
Water requires bottles, labels, caps, water, and other nutraceutical ingredients from reliable outside suppliers, including Super
CitriMax and Chromemate. We fulfill these requirements through purchases from various sources, including purchases from
Interhealth. Other than Super CitriMax and Chromemate, we believe there are adequate suppliers of the aforementioned products at
the present time, but cannot predict future availability or prices of such products and materials. Since Super CitriMax is only available
from Interhealth, the termination of that agreement may have a materially adverse impact on our business and results of operations.
We also expect the above referenced supplies to experience price fluctuations. The price and supply of materials will be determined
by, among other factors, demand, government regulations and legislation. ‘

Contract Packing Arrangements

* We do not directly manufacture our products but instead outsource the manufacturing process to third party bottlers and
contract packers (also sometimes referred to herein as co-packers). Our bottle products are hot filled, we purchase certain raw
materials such as concentrates, flavors, supplements, bottles, labels, trays, caps and other ingredients. These raw materials are
delivered to our third party co-packers. We currently use two independent contract packers known as co-packers to prepare, bottle
and package our bottle products. Once the product is manufactured, we purchase and store the finished product at that location or in
nearby third party warehouses.



The co-packers assemble our products and charge us a fee, by the case. We follow a “fill as needed” manufacturing model to
the best of our ability and we have no significant backlog of orders. Substantially all of the raw materials used in the preparation,
bottling and packaging of our products are purchased by us or by our contract packers in accordance with our specifications. Skinny
Water is currently being bottled at 2 locations, Union Beverage in Union NJ and Cliffstar Corporation in Fontana, CA. This bi-coastal
arrangement was set up to shorten shipping times to our distributors. We will be sourcing additional bottlers in different areas of the
country to attain the most efficient delivery to our distributors. We currently bottle our product in 12 bottle cases. Other than minimum
case volume requirements per production run for most co-packers, we do not typically have annual minimum production commitments
with our co-packers. Our co-packers may terminate their arrangements with us at any time, in which case we could experience
disruptions in our ability to deliver products to our customers.

We will review our contract packing needs in light of regulatory compliance and logistical requirements and may add or
change co-packers based on those needs. We experienced increases in co-packing fees for 2008 primarily related to a change from
cold-fill packing to hot-fill packing, which is a more costly manufacturing process. While we expect increases in our costs of raw
materials to continue in 2009, we believe we may see some stabilization or decreases in our co-packing fees as a result of expected
volume increases.

Generally, we obtain the ingredients used in our products from domestic suppliers and each ingredient has several reliable
suppliers; however, as described above, we rely on InterHealth Nutraceuticals for Super CitriMax and Chromemate. Other ingredients,
such as our vitamin packages, antioxidant packages and flavorings come from third party suppliers. Although, these supply
arrangements are subject to interruption based on, for example, market conditions, our suppliers have given us assurances that our
supply will not be interrupted. We are in the process of negotiating a supply contract with an additional vendor in order to assist us in
forecasting and hedging our needs for the future.

~ We believe that as we contmue to grow, we will be able to keep up with increased production demands. We believe that our
current co-packing arrangements have the capacity to handle increased business we may face in the next twelve months. To the extent
that any significant increase in business requires us to supplement or substitute our current co-packers we believe that there are
readily available alternatives, so that there would not be a significant delay or interruption in fulfilling orders and delivery of our
products. In addition, we do not believe that growth will result in any significant difficulty or delay in obtaining raw materials,
1ngred1ents or ﬁnlshed product.

Currently, we purchase our proprletary flavor concentrates from a third party flavor house, Wild Flavors. In connectnon with
the development of new products and flavors, independent suppliers bear a large portion of the expense for product development,
thereby enabling us to develop new products and flavors at relatively low cost. We anticipate that for future flavors and additional
products, we may purchase flavor concentrate from other flavor houses with the intention of developing other sources of flavor
concentrate for each of our products. If we have to replace a flavor supplier, we could experience disruptions in our ability to deliver
products to our customers, which could have a material adverse effect on our results of operations.

The prices of raw materials continued to increase in 2008. These increased costs, together with increased costs primarily of
energy, gas and freight resulted in increases in certain product costs which exerted pressure on our gross margins in 2008. We are still
subject to frelght surcharges in addition to these agreements, but anticipate a stabilization or reduction of these costs in 2009 due to
lower fuel prices.

Quality Control

Our products are made from high quality ingredients and natural flavors. We seek to ensure that all of our products satisfy
our quality standards. Contract packers are selected and monitored in an effort to assure adherence to our production procedures and
quality standards. Samples of our products from each production run undertaken by each of our contract packers are analyzed and
categorized in a reference library.

For.every run of product, our contract packer undertakes extensive on-line testing of product quality and packaging. This
includes testing levels of sweetness, taste, product integrity, packaging and various regulatory cross checks. For each product, the
contract packer must transmit all quality control test results to us for reference following each production run.

Testing includes microbiological checks and other tests to ensure the production facilities meet the standards and
specifications of our quality assurance program. Water quality is monitored during production and at scheduled testing times to ensure
compliance with beverage industry standards. The water used to produce our products is filtered and is also treated to reduce
alkalinity. Flavors are pre-tested before shipment to contract packers from the flavor manufacturer. We are committed to an on-going
program of product improvement with a view toward ensuring the high quality of our product through a program for stringent contract
packer selection, training and communication.



Competition

The market for functional beverages is highty competitive. In order to compete effectively, we believe that we must convince
independent distributors that our products have the potential to be a leading brand in the segments in which we compete. Pricing of the
products is an important component of our competitive strategy. We will seek to ensure that the price for our products is competitive
with the other products with which we compete. We compete with other companies not only for consumer acceptance but also for
shelf space in retail outlets and for marketing focus by distributors, most of whom also distribute other brands with which our products
compete. The principal methods of competition include product quality, trade and consumer promotions, pricing, packaging and the
development of-new products. We expect our distributors to assist us in generating demand for our products.

We believe that the principal competitive factors in the functional beverage and weight loss market are:

. brand recognition and trustworthiness;

¢ functionality of product formulations;

. distribution;

. shelf space;

. sponsorships;

. product quality and taste;

. - pricing;

. new flavors and product development initiatives;

. attractive packaging; and

* . the ability to attract and retain-customers through promotion and advertising.

We compete with other beverage companies not only for consumer acceptance but also for shelf space in retail outlets and for
marketing focus by our distributors, all of whom also distribute other beverage brands. Our products compete with all non-alcoholic
beverages, most of which are marketed by companies - with substantially greater financial resources than ours. We also compete with
regional beverage producers and “private label” soft drink suppliers. Significant competitors for Skinny Water in the functional
beverage category. are product lines such as Vitamin Water, Fuze, Enviga, SoBe, Life Water, Function and Celsius. The beverage
market is highly competitive, and includes international, national, regional and local producers and distributors, many of whom have
greater financial, management and other resources than us. These brands have enjoyed broad, well-established national recognition for
years, through well-funded ad and other branding campaigns. In addition, the companies manufacturing these products generally are
greater in size and have greater financial, personnel, distribution and other resources than we do and have greater access to additional
financing.

Based on these key competitive factors, we believe that we can compete effectively in the enhanced beverage industry. We,
however, have no control over how successful competitors will be in addressing these factors. By focusing our marketing and
promotion of Skinny Water as a zero calorie, sugar, sodium and preservative-free alternative, we believe that we have a competitive
advantage in our market. :

Research and Development

We undertake research and development activities in order to monitor developments within the dietary supplement and
functional beverage industry and to identify or develop new, marketable products. These activities include reviewing periodicals,
scientific research and relevant clinical studies and working with our suppliers. We must review the safety and efficacy of ingredients,
production standards, labeling information, label claims and potential patent, trademark, legal or regulatory issues. Research and
development expenses in the last two years have not been material. Although we may undertake research studies regarding our
products, we do not expect to incur significant increases in research and development expenses in the near term. Throughout we will
focus-our efforts on Skinny Water, Skinny Teas, Skinny Java and Skinny Shakes.



Proprietary Rights, Brand Names and Trademarks

We regard consumer recognition of and loyalty to all of our brand names and trademarks as extremely important to the long-
terms success of our business. We license the trademarks “Skinny Water,” “Skinny Tea,” “Skinny Juice,” “Skinny Shake,” and *“Diet
Water” from Peace Mountain Natural Beverages. We license the trademark “Super CitriMax Clinical Strength” from Interhealth
Nutraceuticals. The terms of our trademark licenses are discussed under the caption “Our Products.” The proprietary rights to our
products are held by the manufacturer and are licensed to.us for purposes of bottling and distribution. Since we are not the owner of
these rights, our ability to continue using them is subject to the terms and conditions of the license agreements we have entered into
with the licensors. The termination of our license agreements with Peace Mountain and Interhealth would likely have-a material
adverse effect on our consolidated financial position and results of operations. We have spent significant resources building the
Skinny Water brand name, which we license in perpetuity, subject to our agreement with Peace Mountain. We use non-disclosure
agreements with employees and distributors to protect our rights and those of our suppliers.

Government Regulation

The production and marketing of our products are governed by the rules and regulations of various federal, state and local
agencies, including, but not limited to the United States Food and Drug Administration (“FDA”), the Federal Trade Commission
(“FTC”), and all fifty state Attorneys General. This regulatory regime serves to ensure that the product is safe, our claims are truthful
and substantiated and that our products meet defined quality standards. We have not encountered any regulatory action as a result of
our operations to date, however, since we have recently commenced operations no assurance can be given that we will not encounter
regulatory action in the future. The FDA, pursuant to the Federal Food, Drug, and Cosmetic Act (“FFDCA?”), regulates the
formulation, manufacturing, packaging, labeling, distribution and sale of dietary supplements, while the FTC regulates the advertising
of these products. In addition, all states regulate product claims through various forms of consumer protection statutes.

The FDA has broad authority to enforce the provisions of the FFDCA applicable to bottled water and dietary supplements,
including powers to issue a public “Warning Letter” to a company, to publicize information about illegal products, to request a
voluntary recall of illegal products from the market, and to request the Department of Justice to initiate civil seizure and/or injunction
actions, and civil and criminal penalty proceedings in the United States Federal courts. The FTC exercises jurisdiction over the
advertising of dietary supplements and foods and has the authority over both “deceptive” and “unfair” advertising and other marketing
practices. :

In addition to its broad investigative powers, the FTC has the power to initiate administrative and judicial proceedings against
a company and may also seek a temporary restraining order or preliminary injunction against a company pending the final
determination of an action The FTC’s remedies also include consumer redress, civil and criminal penalties. Weight loss products in
particular are subject to increased regulatory scrutiny due to intensified campaigns by FDA, FTC and states’ attorneys general. Any
type of investigation or enforcement action €ither by the FDA, FTC or any other federal, state or local agency would hkely have a
material adverse effect onour consolidated financial position or results of operatlons

We are subject to the food labeling regulations required by the Nutritional Labeling Education Act of 1991 (“NLEA”). These
regulations require all companies which offer food for sale and have annual gross sales of more than $500,000 to place uniform labels
in specified formats disclosing the amounts of specified nutrients on all food products intended for human consumption and offered
for sale. This regulation would apply to all of our products. The FFDCA contains exemptions and modifications of labeling
requirements for certain types of food products, such as with foods containing insignificant amounts of nutrients. The FFDCA also
establishes the circumstances in which companies may place nutrient content claims or health claims on labels.

Our Skinny Water and other dietary supplements are subject to the Dietary Supplement Health and Education Act of 1994
labeled (“DSHEA”). In 1994, the FFDCA was amended by DSHEA, which establishes a new framework governing the composition
and labeling of dietary supplements. With respect to composition, DSHEA defines “dietary supplements™ as “a vitamin; a mineral; an
herb or other botanical; an amino acid; a dietary substance for use by man to supplement the diet by increasing total dietary intake; or
a concentrate, metabolite, constituent, extract, or combination of any of the above dietary ingredients.” The provisions of DSHEA
define dietary supplements and dietary ingredients; establish a new framework for assuring safety; outline guidelines for literature
displayed where supplements are sold; provide for use of claims and nutritional support statements; require ingredient and nutrition
labeling; and grant FDA the authority to establish regulations concerning good manufacturing practices (“GMPs”). We believe that
our contract manufacturers meet the current regulations of the FDA specifically with regard to bottled water including good
manufacturing practices (“GMPs”).



Government Regulation of Dietary Supplements

It is our intent that Skinny Water be regulated as a dietary supplement by FDA under DSHEA.. Generally, under DSHEA,
dietary ingredients that were on the market before October 15, 1994 may be used in dietary supplements without notifying the FDA.
However, a “new” dietary ingredient (i.e., a dietary ingredient that was “not marketed in the United States before October 15, 1994”)
must be the subject of a new dietary ingredient notification submitted to the FDA, unless the ingredient has been “present in the food
supply as an article used for food” without being “chemically altered.” A new dietary ingredient notification must provide the FDA
evidence of a “history of use or other evidence of safety” establishing that use of the dietary ingredient “will reasonably be expected to
be safe.” We believe that the dietary ingredient presently utilized in Skinny Water is not a new dietary ingredient. However, should the
FDA disagree at any time in the future, we may need to cease marketing our dietary supplement products that contain such ingredient
and promptly file (or have the supplier of this ingredient file) a new dietary ingredient notification with FDA. There can be no
assurance that the FDA will accept the evidence of safety for any new dietary ingredients that we may market now or in the future,
and the FDA’s refusal to accept such evidence could prevent the marketing of such dietary ingredients and would have a material
adverse effect on our consolidated financial position or results of operations.

In addition, DSHEA permits “statements of nutritional support” to be included in labeling for dietary supplements without
FDA pre-approval. Such statements may describe how a particular dietary ingredient affects the structure, function or general well
being of the body, or the mechanism of action by which a dietary ingredient may affect body structure, function or well-being. A
dietary supplement may not claim to diagnose, cure, mitigate, treat, or prevent a disease unless.such claim has been reviewed and
approved by the FDA as a “health claim” or “qualified health claim.”

A company that uses a statement of nutritional support in labeling must possess evidence substantiating that the statement is
truthfu! and not misleading. The label and labehng of our products do contain statements of nutritional support, however, and we have
no assurance that FDA will find the company’s substantiation adequate to support the statements of nutritional support being made for
our Skinny products. If the statement of nutritional support appears on a product label or labeling of a dietary supplement, there must
also appear on such label and labeling a FDA disclaimer statement, which is as follows: “This statement has (or these statements have)
not been evaluated by the Food and Drug Administration. '

This product is not intended to diagnose, treat, cure, or prevent any disease.” Pursuant to DSHEA, we are also required to
notify the FDA about our use of the statement(s) within 30 days of marketing the product (the “30 Day Letter”). Upon receiving the 30
Day Letter and thereafter if FDA were to determine that a particular statement of nutritional support is an unacceptable drug claim, an
unauthorized version of a “health claim,” or unsubstantiated, a company may be prevented from using the claim and may face further
regulatory action. There is no assurance that FDA will not make any of the aforementioned determinations with regard to the claims
made for any of the company’s products and no assurance that FDA will find the company’s substantiation evidence for Skinny Water
or on any other of our products, if ever requested, adequate to support the claims being made for the company’s products.

FDA has already stated in a Courtesy Letter dated September 22, 2005, that the use of the term “water” in the name of our
“Skinny Water” product appears to cause our product to be a bottled water, which is a standardized, conventional food, not a dietary
supplement A “Courtesy Letter” is the term commonly used to describe the written letter sent by FDA in response to a 30 Day Letter
- it is not a Warning Letter. We disagree with the position taken by FDA that Skinny Water is “bottled water,” a conventional food. In
response to the Courtesy Letter, we submitted a written response to FDA stating our position and have not received a reply from FDA
to our response.

Recently, the FDA proposed GMPs specifically for dietary supplements. These new GMP regulations, if finalized, would be
more detailed than the GMPs that currently apply to dietary supplements and may, among other things, require dietary supplements to
be prepared, packaged and held in compliance with certain rules, and might require quality control provisions similar to those in the-
GMP regulations for drugs. There can be no assurance that, if the FDA adopts GMP regulations for dietary supplements, we or our
suppliers will be able to comply with the new rules without incurring substantial expense that might have a have a material adverse
effect on our consolidated financial position or results of operations. :

Our advertising and sale of our dietary supplement products are subject to regulation by the FTC under the FTCA. The

Federal Trade Commission Act (“FTCA”) prohibits unfair methods of competition and unfair or deceptive acts or practices in or
+ affecting commerce. The FTCA provides that the dissemination or the causmg to be disseminated of any false advertisement
pertalnmg to drugs or foods, which ‘would include dietary supplements is an unfair or deceptive act or practice. Under the FTC’s

“substantiation doctrine”, an advertiser is required to have a “reasonable basis” for all objective product claims before the claims are
made. Failure to adequately substantiate claims may be considered either deceptive or unfair practices. Pursuant to this FTC
requirement, we are required to have adequate substantiation for all advertising claims made for our products at the time such claims
are made. :



In recent years, the FTC has instituted numerous enforcement actions against dietary supplement companies for failure to
adequately substantiate claims made in advertising or for the use of false or misleading advertising claims. The FTC has specifically
launched a nationwide law enforcement sweep called “Project Waistline” against companies making false and/or unsubstantiated
weight loss claims. The initiative was created to stop deceptive advertising, provide refunds to consumers harmed by unscrupulous
weight-loss advertisers, and encourage media outlets not to carry advertisements containing bogus weight loss ctaims and to educate
consumers to be on their guard against companies promising weight loss without diet or exercise. These enforcement actions have
often resulted in consent decrees and the payment of substantial civil penalties and/or restitution by the companies involved. Since we
market a dietary supplement product, there can be no assurance that FTC (or FDA) will not investigate our products. Should FTC
choose to investigate, we have no assurance that the company’s substantiation evidence for the claims made on Skinny Water or on
any other of our products will be adequate and as a result enforcement actions/remedies could ensue.

Other Regulatory Considerations

Our products are subject to state regulation. Under state consumer protection laws, state attorneys general, like the FTC can
bring actions against us should they believe that the claims being made for any of our products are not truthful, are misleading and/or
if they believe that the claims are not substantiated. States have also obtained significant monetary penaltles against companies that
have sold products with false, misleading or unsubstantiated weight loss claims.

We may be subject in the future to additional laws or regulations administered by federal, state, local regulatory authorities,
the repeal or amendment of laws or regulations which we consider favorable, such as DSHEA; or more stringent interpretations of
current laws or regulations. We cannot predict the nature of future laws, regulations, interpretations or applications, nor can we predict
what effect additional governmental regulations or administrative orders, when and if promuigated, would have on our business in the
future. Such future laws and regulations could, however, require the reformulation of products to meet new standards, the recall or
discontinuance of product that cannot be reformulated, the imposition of additional record keeping requirements, expanded
documentation of product efficacy, expanded or modified-labeling and scientific substantiation, including health warnings or
restrictions on benefits described for our products. Any or all of such requirements could negatively impact sales of our products or
increase our cost, resulting in a material adverse impact on our operations, consolidated financial position or results of operations.

Environmental Protectzon

We are operating within ex1st1ng federal, state and local environmental laws and regulations and are taklng action aimed at
assuring compliance therewith. Compliance with such laws and regulations is not expected to materially affect our capital
expenditures, earnings or competitive position.

Seasonality

Typically in the functional water industry, revenue is strongest in the 2 ™ and 3 ™ quarters of the year. Although our business
experiences fluctuations in sales due to seasonality, we have added distributors in more temperate climates, such as California and
Arizona, in an effort to mitigate some of the seasonality in our revenues. We believe the overall impact of seasonality on revenue is
difficult to predict at this time.

Number of Employees

As of December 31, 2008, we had a total of fifteen employees. Our independent contréctofs provide services to us on an at-
will basis. Our employees are not subject to any collective bargaining agreement. We believe that employee relations are good.

Item 1A. Risk Factors.

The following discussion should be read together with our financial statements and related notes appearing elsewhere in this
Annual Report. This discussion contains forward-looking statements based upon currenit expectations that involve numerous risks and’
uncertainties. Our actual results could differ materially from those anticipated in these forward-looking statements for many reasons,
including but not limited to those set forth under “Risk factors” and elsewhere in this Annual Report. We undertake no obligation to
update any information contained in these forward-looking statements.

General Risks Related to Qur Business -

We have a limited operating history and our business model is highly spéculative at the present time.

We only have a limited operating history upon which potential investors may base an evaluation of our prospects. To date,
we have only had limited revenues and our business model is subject to a high degree of risk. For the year ended December 31, 2008,
we had revenues of $2,179,055 as compared to revenues of $752,825 for the year ended December 31, 2007. There can be no
assurance that we will be able to continue to generate revenues or that we will be profitable. Prospective investors may lose all or a
portion of their investment. Our prospects must be considered in light of the risks, expenses and difficulties frequently encountered by
companies in their early stages of development, particularly companies in a highly competitive market, such as the market in which
we compete. Such risks include, but are not limited to, our ability to obtain and retain customers and attract a significant number of
new customers, the growth of the markets we intend to pursue, our ability to implement our growth strategy, especially the sales and
marketing efforts, and the introduction of new products by us and our competitors.
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We have a history of operating losses. If we continue to incur operating losses, we eventually may have 1nsufﬁ01ent working
capital to maintain operations.

As of December 31, 2008, we had an accumulated deficit of $22,229,657, of which $14,234,212 is directly related to the
development of Skinny Nutritional products. For the years ended December 31, 2008 and December 31, 2007, we incurred losses
from operations of $6,232,123 and $5,698,643, respectively. If we are not able to begin to earn an operating profit at some point in the
future, we will eventually have insufficient working capital to maintain our operations as we presently intend to conduct them.

We have limited working capital and will need to raise additional capital in the future and our independent auditors have
included a “going concern” opinion in their report,

At December 31, 2008, our cash and cash equivalents was approximately $236,009. We have been substantially reliant on
capital raised from private placements of our securities to fund our operations. During the 2008 fiscal year, we raised an aggregate
amount of $5,205,690 from the sale of securities to accredited investors in private transactions pursuant to Rule 506 of Regulation D
under the Securities Act of 1933, as amended. We believe that net cash on hand as of the date of this report and cash anticipated from
operations will only be sufficient to meet our expected cash needs for working capital and capital expenditures for a period of less than
twelve months, without raising additional capital from the sale of our securities. This will depend, however, on our ability to execute
on our 2009 operating plan and to manage our costs in light of developing economic conditions and the performance of our business.

Accordingly, we have an immediate need for additional cash which we must satisfy either by immediately developing a
market for our products, selling additional securities in private placements or by negotiating for an extension of credit from third party
lenders. If we are unable to obtain additional capital, we will need to réduce costs and operations substantially. Our independent
auditors have included a “going concern” explanatory paragraph in their report to our financial statements for the year ended
December 31, 2008, citing recurring losses from operations. Our capital needs in the future will depend upon factors such as market
acceptance of our products and any other new products we launch, the success of our independent distributors and our production,
marketing and sales costs None of these factors can be predxcted Wlth certalnty

If we are unable to achieve sufficient levels of sales to break-even, we will need substantial additional debt or equity
financing in the future for which we currently have no commitments or arrangement. We cannot assure you that any additiona}
financing, if required, will be available or, even if it is available that it will be on terms acceptable to us. If we raise additional funds
by selling stock or convertible securities, the ownership of our existing shareholders will be diluted. Further, if additional funds are
raised though the issuance of equity or debt securities, such additional securities may have powers, designations, preferences or rights
senior to our currently outstanding securities and, in the case of additional equity securities, the ownership of our existing shareholders
will be diluted. Any inability-to obtain required financing on sufficiently favorable terms could have a material adverse effect on our
business, results of operations and financial condition. If we are unsuccessful in raising additional capital and increasing revenues
from operations, we will need to reduce costs and operations substantially. Further, if expenditures required to achieve our plans are
greater than projected or if revenues are less than, or are generated more slowly than, projected, we will need to raise a greater amount
of funds than currently expected.

Our letter of credit was supported by a demand loan and we may be required to repay this amount on the demand of the
lender.

On April 4, 2007, we closed on a secure loan arrangement with Valley Green Bank pursuant to which we received funds in
the amount of $350,000. We have applied these funds to satisfy our obligations to Madison Bank. Interest will be charged on the
unpaid principal of this new loan arrangement until the full amount of principal has been paid at the rate of 8.25% per annum. We
were obligated to repay this new loan in full immediately on the bank’s demand, but in no event later than March 20, 2008. Since that
date the bank has extended the term of the loan. Interest payments are due on a monthly basis. The loan is secured by collateral
consisting of a perfécted first priority pledge of certain marketable securities held by our Chairman and entities with which he is
affiliated. We also agreed to a confession of judgment in favor of the bank in the everit we default under the loan agreements. The loan
agreeéments also require the consent of the bank for certain actions, including incurring additional debt and incurring certain liens. The
maturity of this loan had been extended to March 20, 2009 and we are currently negotiating the repayment terms of the outstanding’
balance due on this loan with the bank. The current balance on the loan is $162,500. No assurances, however, can be given that the
bank will continue to extend the term of this 1oan for any specific duratlon if at all.
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We entered into a secured financing arrangement based on our accounts receivable and if we are unable to make the
scheduled payments on this facility or maintain compliance with other contractual covenants, we may default on this
agreement.

On November 23, 2007, we entered into a one-year factoring agreement with United Capital Funding of Florida (“UCF”).
The agreement initially provided for an initial funding limit of $300,000 and subsequently our borrowing limit was increased to
$750,000. On November 23, 2007 we received an initial funding through this arrangement of $124,269 and as of the date of this
report, we have no balance outstanding under this arrangement. Under this arrangement, all accounts submitted for purchase must be
approved by UCF. The applicable factoring fee is 0.45% of the face amount of each purchased account and the purchase price is 80%
of the face amount. UCF will retain the balance as a reserve, which it holds until the customer pays the factored invoice to UCF. In the
event the reserve account is less than the required reserve amount, we will be obligated to pay UCF the shortfall. In addition to the
factoring fee, we will also be responsible for certain additional fees upon the occurrence of certain contractually-specified events. As
collateral securing the obligations, we granted UCF a continuing first priority security interest in all accounts and related inventory
and intangibles. In addition, upon the occurrence of certain contractually-specified events, UCF may require us to repurchase a
purchased account on demand. In connection with this arrangement, each of our Chairman and Chief Executive Officer agreed to
personally guarantee our obligations to UCF. The agreement will automatically renew for successive one year terms until terminated.
Either party may terminate the agreement on three month’s prior written notice. We are liable for an early termination fee in the event
we fail to provide UCF with the required written notice. We are currently negotiating with the lender for more favorable terms. In case
of an uncured default, the following actions may be taken against us:

. All outstanding obligations would be immediately due and payable;
. Any future advancement of funds facility would cease; and
. All collateral, as defined in the agreement, could be seized and disposed of.

Fluctuations in our quarterly revenue and results of operations may lead to reduced prices for our stock.

Our quarterly net revenue and results of operations can be expected to vary significantly in the future. The business in which
we compete experiences substantial seasonality caused by the timing of customer orders and fluctuations in the size and rate of growth
of consumer demand. In other particular fiscal quarters, our net revenues may be lower and vary significantly. As a result, we cannot
assure you that our results of operations will be consistent on a quarterly or annual basis. If our results of operations in a quarter fall
below our expectations or those of our investors; the price of our common stock will likely decrease

Our revenues will decline and our competitive position will be adversely affected if we aré unable to mtroduce successful
products on a timely basis.

Our business performance depends on the timely introduction of successful products or enhancements of existing products.
Our inability to introduce products or enhancements, or significant delays in their release, could materially and adversely affect the
ultimate success of our products and, in turn, our business, results of operations and financial condition. The process of introducing
products or product enhancements is extremely complex, time consuming and expensive.

Our business is subject to many regulations and noncompliance is costly.

The production, marketing and sale of our beverages and dietary supplement product, including contents, labels, caps and
bottles, and claims made for our products are subject to the rules and regulations of various federal, provincial, state and local health
agencies, including the U.S. Food and Drug Administration and the Federal Trade Commission. If a regulatory authority or any state
attorney general were to find that a current or future product or production run is not in compliance with any of these regulations or
that any of the claims made for our products are false, misleading or not adequately substantiated, we may be fined, production may
be stopped or we may be forced to make significant changes to the products or claims made for them, thus adversely affecting our
financial conditions and operations. Similarly, any adverse publicity associated with any noncompliance may damage our reputation
and our ability to successfully market our products. The rules and regulations of FDA, FTC and other federal, provincial, state and
local agencies are subject to change from time to time and while we closely monitor developments in this area, we have no way of
anticipating whether changes in these rules and regulations will impact our business adversely. Additional or revised regulatory
requirements, whether labeling, environmental, tax or otherwise, could have a material adverse effect on our financial condition and
results of operations.

The dietary supplement industry is highly regulated at both the state and federal level.

The manufacture, packaging, labeling, advertising, promotion, distribution and sale of our products are subject to regulation
by numerous governmental agencies which regulate our products. Our products are subject to regulation by, among other regulatory
entities, the Food and Drug Administration (“FDA”) and the Federal Trade Commission (“FTC”). Advertising and other forms of
promotion and methods of marketing of our products are subject to regulation by the FTC which regulates these activities under the
Federal Trade Commission Act (“FTCA”™).



The manufacture, labeling and advertising of our products are also regulated by various state and local agencies as well as
those of each foreign country to which we distribute our products. If we are unable to comply with applicable regulations and
standards in any jurisdiction, we might not be able to sell our products in that jurisdiction, and our business could be seriously harmed.

Our products are regulated as a dietary supplement under the Federal Food, Drug and Cosmetic Act (“FFDCA”), and are,
therefore, not subject to pre-market approval by the FDA. However, our products are subject to extensive regulation by the FDA
relating to adulteration and misbranding. For instance, we are responsible for ensuring that all dietary ingredients in a supplement are
safe, and must notify the FDA in advance of putting a product containing a new dietary ingredient (i.e., an ingredient not present in the
U.S. food supply as an article used for food before October 15, 1994) on the market and furnish adequate information to provide
reasonable assurance of the ingredient’s safety. Furthermore, if we make statements about the supplement’s effects on the structure or
function of the body, we must, among other things, have adequate substantiation that the statements are truthful and not misleading. In
addition, our product labels must bear proper ingredient and nutritional labeling and our products must be manufactured in accordance
with current good manufacturing practices or “GMPs” for foods. The FDA has published notice of its intention to issue new GMPs
specific to dietary supplements, which, when finally adopted may be more expensive to follow than prior GMPs. A dietary supplement
product can be removed from the market if it is shown to pose a significant or unreasonable risk of illness or injury. Moreover, if the
FDA determines that the “intended use” of any of our products is for the diagnosis, cure, mitigation, treatment or prevention of
disease, the product would meet the definition of a drug and could not be sold as a dietary supplement until such time that the
“intended use” of the product is not for the diagnosis, cure, mitigation, treatment or prevention of disease. Our failure to comply with
applicable FDA regulatory requirements may result in, among other things, injunctions, product withdrawals, recalls, product seizures,
fines and criminal prosecutions.

Our advertising is subject to regulation by the FTC under the FTCA, which prohibits unfair methods of competition and
unfair or deceptive acts or practices in or affecting commerce. Further, the FTCA provides that the dissemination or the causing to be
disseminated of any false or misleading advertisement pertaining to, among other things, drugs or foods, which includes dietary
supplements, is an unfair or deceptive act or practice. Under the FTC’s “substantiation doctrine,” an advertiser is required to have a
“reasonable basis” for all product claims at the time the claims are first used in advertising or other promotions. Failure to adequately
substantiate claims may be considered either as a deceptive or unfair practice. Pursuant to this FTC requirement, we are required to
have adequate substantiation for all advertising claims made about our products. The type of substantiation will be dependent upon the
product claims made. For example, a health claim normally would require competent and reliable scientific evidence, while a taste
claim may only require competent and reliable survey evidence.

In recent years the FTC has initiated numerous investigations of dietary supplement and weight loss products and companies.
The FTC has specifically launched a nationwide law enforcement sweep called “Project Waistline” against companies making false
and/or inadeqguately substantiated weight loss claims. The initiative was created to stop deceptive advertising, provide refunds to
consumers harmed by unscrupulous weight-loss advertisers, and encourage media outlets not to carry advertisements containing bogus
weight loss claims and to educate consumers to be on their guard against companies promising weight loss without diet or exercise.
These enforcement actions have often resulted in consent decrees and the payment of substantial civil penalties and/or restitution by
the companies involved. If the FTC has reason to believe the law is being violated (e.g., we do not possess adequate substantiation for
product claims), it can initiate enforcement action. The FTC has a variety of processes and remedies available to it for enforcement,
both administratively and judicially, including compulsory process authority, cease and desist orders, and injunctions. FTC
enforcement could result in otders requiring, among other things, limits on advertising, consumer redress, and divestiture of assets,
rescission of contracts and such other relief as may be deemed necessary. Violation of such orders could result in substantial financial
or other penalties. Any such action by the FTC would materially adversely affect our ability to successfully market our products.

If we lose key personnel or fail to integrate replacement personnel successfully, our ability to manage our businessb could be
impaired.

Our future success depends upon the continued service of our key management as well as upon our ability to attract, motivate
and retain highly qualified employees with management, marketing, sales, creative and other skills. Currently, all of our employees
are at-will and we cannot assure you that we will be able to retain them. The loss of any key employee could result in significant
disruptions to our operations, including adversely affecting the timeliness of product releases, the successful implementation and
completion of company initiatives, the effectiveness of our disclosure controls and procedures and our internal control over financial
reporting, and the results of our operations. In addition, hiring, training, and successfully integrating replacement sales and other
personnel could be time consuming, may cause additional disruptions to our operations, and may be unsuccessful, which could
negatively impact future revenues. Further, our business, operating results and financial condition could also be materially and
adversely affected if we fail to attract additional highly qualified employees. In our industry, competition for highly skilled and
creativé employees is intense and costly. We expect this competition to continue for the foreseeable future, and we may experience
increased costs in order to attract and retain skilled employees. We cannot assure you that we will bé successful in attracting and
retaining skilled personnel. :
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Significant competition in our industry could adversely affect our business.

Our market is highly competitive and relatively few products achieve significant market acceptance. Further, the market for
dietary supplements is also highly competitive and our competitors in the functional beverage segment include well known brands
such as Glaceau Vitamin Water ® and SoBe Life Water ®. These current and future competitors may also gain access to wider
distribution channels than we do. As a result, these current and future competitors may be able to:

. respond more quickly to new or emerging technologies or changes in customer preferences;
. carry larger inventories;

. undertake more extensive marketing campaigns; and

. addpt more aggressive pricing policies.

We may not have the resources required for us to respond effectively to market or technological changes or to compete
successfully with current and future competitors. Increased competition may also result in price reductions, reduced gross margins and
loss of market share, any of which could have a material adverse effect on our business, results of operations or financial condition.
We cannot assure you that we will be able to successfully compete against our current or future competitors or that competitive
pressures will not have a material adverse effect on our business, results of operations and financial condition.

We must rely on the performance of distributors, major retailers and chains for the success of our business and their
performance may adversely affect our operations and financial condition.

We must engage distributors to sell our products principally to major retailers and chains including supermarkets, drugstores
and convenience stores. We also have distribution arrangements with retail accounts, including Target, to distribute our products
through their venues. These relationships are typically on a purchase-order basis. We do not have any relationships with distributors
that are subject to significant minimum purchase commitments. Accordingly, we cannot assure any given level of performance by our
distributors and we do not have any assurance that these accounts will result in recurring orders. The poor performance of our
distributors, retailers or chains or our inability to collect accounts receivable from our distributors, retailers or chains could materially
and adversely affect our results of operations and financial condition. Further, these arrangements are terminable at any time by these
retailers or us.

~ In addition, distributors ‘and retailers of our products offer products which compete directly with our products for retail shelf
space and consumer purchases. Accordingly, there is a risk that distributors or retailers may give higher priority to products of our
competitors. In the future, our distributors and retailers may not continue to purchase our products or provide our products with
adequate levels of promotional support. Accordingly, there can be no assurance that we will be able successfully to sell, market,
commercialize or distribute our products at any time in the future.

A decision by any of these retailers, or any other large retail accounts we may obtain, to decrease the amount purchased from
us or to cease carrying our products could have a material adverse effect on our reputation, financial condition and consolidated results
of operations. In addition, we may not be able to establish additional distribution arrangements with other national retailers. In
addition, if we become more dependent on national retail chains, these retailers may assert pressure on us to reduce our pricing to
them or seek significant product discounts. In general, our margins are lower on our sales to these customers because of these
pressures. Any increase in our costs for these retailers to carry our product, reduction in price, or demand for product discounts could
have a material adverse effect on our profit margin. Finally, our “direct to retail” distribution arrangements may have an adverse
impact on our existing relationships with our independent regional distributors, who may view our “direct to retail” accounts as
competitive with their business, making it more difficult for us to maintain and expand our relationships with independent distributors.

We will rely heavily on independent distributors, and this could affect our ability to efficiently and profitably distribute and
market our products, maintain our existing markets and expand our business into other geographic markets.

Our ability to establish a market for our unique brands and products in new geographic distribution areas, as well as maintain

~ and expand our existing markets, is dependent on our ability to establish and maintain successful relationships with reliable
independent distributors strategically positioned to serve those areas. Although we had established relationships with distributors in a
number of markets across the United States for our products, we currently do not have any long-term, written distribution agreements
with significant minimum purchase commitments. Further, these agreements typically may be terminated at any time generally with a
termination fee. Therefore, we may not be able to maintain our current distribution relationships or establish and maintain successful
relationships with distributors in new geographic distribution areas. Moreover, there is the additional possibility that we may have to
incur additional expenditures to attract and maintain key distributors in one or more of our geographic distribution areas in order to

- profitably exploit our geographic markets.



Further, we expect that any distributor we engage with will sell and distribute competing products, and our products may
represent a small portion. of their business. To the extent that our distributors are distracted from selling our products or do not employ
sufficient efforts in managing and selling our products, our sales and profitability will be adversely affected. Our ability to maintain
our distribution network and attract additional distributors will depend on a number of factors, many of which are outside our control.
Some of these factors include:

. the level of demand for our brands and products in a particular distribution area,
. our ability to price our products at levels competitive with those offered by competing products,k and
. our ability to deliver products in the quantity and at the time ordered by distributors.

We cannot ensure that we will be able to meet all or any of these factors in any of our current or prospective geographic areas
of distribution. Our inability to achieve any of these factors in a geographic distribution area will have a material adverse effect on our
relationships with our distributors in that particular geographic area, thus limiting our ability to expand our market, which will likely
adversely effect our revenues and financial results.

We will incur significant time and expense in attracting additional distributors for our products.

Our marketing and sales strategy presently, and in the future, will rely on the availability and performance of independent
distributors. We currently do not have any long-term, written distribution agreements with significant minimum purchase
commitments. We intend to enter into written agreements with key distributors for varying terms and duration; however, many
distribution relationships may be based solely on purchase orders and terminable by either party at will. We do not anticipate that in
the future we will be able to establish, long-term contractial commitments from many of our distributors. In addition, we cannot
provide any assurance as to the level of performance by our distributors under such agreements, that these agreements will include
minimum purchase commitments by the distributors or that those agreements will not be terminated early. Moreover, there is the
possibility that we may have to-incur significant additional expenditures or agree to additional obligations to attract and maintain key
distributors in one or more of our geographic distribution areas in order to profitably exploit our geographic markets, including the
granting of exclusive rights for a defined territory or imposition of termination payments. There is no assurance that we will be able to
establish distribution relationships or maintain successful relationships with distributors in our geographlc distribution areas. If we are
unable to establish or maintain successful distribution relationships, our business, financial condition, results of operations and cash
flows will be adversely affected.

Because our distributors are not required to place minimum orders with us, we need to carefully manage our inventory levels,
and it is difficult to predict the timing and amount of our sales.

Our independent distributors are not required to place minimum meonthly or annual orders for our products. In order to reduce
inventory costs, independent distributors typically order products from us on a recurring basis in quantities based on the demand for
the products in a particular distribution area. Accordingly, there is no assurance as to the timing or quantity of purchases by any of our
independent distributors or that any of our distributors will continue to purchase products from us in the same frequencies and
volumes as they may have done in the past. In order to be able to deliver our products on a timely basis, we need to maintain adequate
inventory levels of the desired products. However, we cannot predict the number of cases sold by any of our distributors. If we fail to
meet our shipping schedules, we could damage our relationships with distributors and/or retailers, increase our shipping costs or cause
sales opportunities to be delayed or lost, which would unfavorably impact our future sales and adversely affect our operating results.
In addition, if the 1nventory of our products held by our distributors and/or retailers is too high, they will not place orders for
additional products, which would also unfavorably impact our future sales and adversely affect our operating results.

We rely on third-party bottles, which could result in inefficiencies in our management of our marketing and dlstrlbutlon
efforts.

We do not directly manufacture our products, but instead outsource such manufacturing-to bottlers and other contract
packers. As a consequence, we depend on third parties to produce our beverage products and deliver them to distributors. Our ability
to attract and maintain effective relationships with these parties for the production and delivery of our products in a particular
geographic distribution area is important to the achievement of successful operations within each distribution area. Competition for
bottlers’ business is intense and this could make it more difficult for us to obtain new or replacement bottlers, or to locate back-up
bottlers, in our various distribution areas, and could also affect the economic terms of our agreements with them. Our bottlers may
terminate their arrangements with us at any time, in which case we could experience disruptions in our ability to deliver products to
our customers. We may not be able to maintain our relationships with current contract bottlers or establish satisfactory relationships
with new or replacement parties. The failure to establish and maintain effective relationships with bottlers for a distribution area could
increase our manufacturing costs and thereby materially reduce profits realized from the sale of our products in that area. In addition, a
disruption or delay in production of any of such products could significantly affect our revenues from such products as alternative co-
packing facilities in the United States with adequate capacity may not be available for such products either at commercially reasonable
rates, and/or within a reasonably short time period, if at all. Consequently, a disruption in production of such products could adversely
affect our revenues.
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In addition, to the extent demand for our products exceeds available inventory and the capacities produced by contract
packing arrangements, or orders are not submitted on a timely basis, we will be unable to fulfill distributor orders on demand.
Conversely, we may produce more product than warranted by the actual demand for it, resulting in higher storage costs and the
potential risk of inventory spoilage. Our failure to accurately predict and manage our contract packaging requirements may impair .
relationships with our independent distributors and key accounts, which, in turn, would likely have a material adverse effect on our
ability to maintain profitable relationships with those distributors and key accounts.

Our failure to accurately estimate demand for our products could adversely affect our business and financial results.

We may not correctly estimate demand for our products. Our ability to estimate demand for our products is imprecise,
particularly with new products, and may be less precise during periods of rapid growth, particularly in new markets. If we materially
underestimate demand for our products or are unable to secure sufficient ingredients or raw materials including, but not limited to,
bottles, labels, flavors, supplements, certain sweeteners, or packing arrangements; we might not be able to satisfy demand on a short-
term basis. Moreover, industry-wide shortages of certain juice concentrates, supplements and sweeteners have been and could, from
time to time in the future, be experienced. Such shortages could interfere with and/or delay production of certain of our products and
could have a material adverse effect on our business and financial results. We generally do not use hedging agreements or alternative
instruments to manage this risk.

We rely upon our engoing relationships with our key flavor suppliers. If we are unable to source our flavors on acceptable
terms from our key suppliers, we could suffer disruptions in our business.

Generally, flavor suppliers hold the proprietary rights to their flavors. Consequently, we do not have the list of ingredients or
formulae for our flavors and certain of our concentrates readily available to us and we may be unable to obtain these flavors or
concentrates from alternative suppliers on short notice. Industry-wide shortages of certain juice concentrates, supplements and
sweeteners have been, and could, from time to time in the future, be experienced. Such shortages could interfere with and/or delay
production of certain of our products. If we have to replace a flavor supplier, we could experience temporary disruptions in our ability
to deliver products to our customers which could have a material adverse effect on our results of operations.

We need to effectively manage our growth and execution of our business plan. Any failure to do so would negatively impact
our profitability.

To manage operations effectively and maintain profitability, we must continue to improve our operational, financial and other
management processes and systems. Our success also depends largely on our ability to maintain high levels of employee utilization, to
manage our production costs and general and administrative expense, and otherwise to execute on our business plan. We need to
maintain adequate operational controls and focus as we add new brands and products, distribution channels, and business strategies.
There are no assurances that we will be able to effectively and efficiently manage our growth. Any inability to do so could increase
our expenses and negatively impact our profit margin.

We rely on our agreements with Peace Mountain and Interhealth Nutraceuticals for our Skinny Water product.

Our Skinny Water product is available to us through our license agreement with Peace Mountain. Peace Mountain holds the
proprietary rights to the Skinny Water brand and grants us the exclusive right to distribute the Skinny Water product pursuant to the
terms of an exclusive license agreement. Our Skinny Water product is an important element of our business strategy and we expect to
derive a substantial amount of business from this product. We cannot provide assurance that we will achieve expected sales levels
from this relationship. Under the Company’s current agreement with Peace Mountain, we have a minimum royalty obligation based on
a percentage of wholesale sales with a quarterly minimum of $15,000. Our rights to the trademarks are in perpetuity as long as we
satisfy the quarterly minimum payment of $15,000. We have spent significant resources building the Skinny Water brand which we
license in perpetuity under our agreement wit Peace Mountain. Our licensors may terminate their agreements with us due to our failure
to comply with its contractual obligations. If Peace Mountain terminates the agreement, we will not be able to successfully market
Skinny Water and our business, financial condition, results of operations and cash flows will be significantly harmed.

Disruption of our supply chain could have an adverse effect on our business, financial condition and results of operations.

Our ability and that of our suppliers, business partners (including packagers), contract manufacturers, independent
distributors and retailers to make, move and sell products is critical to our success. Damage or disruption to our or their manufacturing
or distribution capabilities due to weather, natural disaster, fire or explosion, terrorism, pandemics such as avian flu, strikes or other
reasons, could impair our ability to manufacture or sell our products. Failure to take adequate steps to mitigate the likelihood or
potential impact of such events, or to effectively manage such events if they occur, could adversely affect our business, financial
condition and results of operations, as well as require additional resources to restore our supply chain.
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We have limited the liability of our directors.

The General Corporation Law of Nevada permits provisions in the articles, by-laws or resolutions approved by stockholders
which limit liability of directors for breach of fiduciary duty to certain specified circumstances, namely, breach of their duties of
loyalty, acts or omissions not in good faith or which involve intentional misconduct or knowing violation of law; acts involving
unlawful payment of dividends or unlawful stock purchases or redemptions, or any transaction from which a director derived an
improper personal benefit. Our Amended and Restated By-laws indemnify the Officers and Directors to the full extent permitted by
Nevada law. The By-laws (with these exceptions) eliminates any personal liability of a Director to the stockholders for monetary
damages for breach of a Director’s fiduciary duty.

Therefore, a Director cannot be held liable for damages to the shareholders for gross negligence or lack of due care in
carrying out his fiduciary duties as a Director. Our Articles may provide for indemnification to the full extent permitted under law,
which includes all liability, damages and costs or expenses arising from or in connection with service for, employment by, or other
affiliation with the company to the full extent and under all circumstances permitted by law. Indemnification is permitted under
Nevada law if a director or officer acts in good faith in a manner reasonably believed to be in, or not opposed to, the best interests of
the corporation. A director or officer must be indemnified as to any matter in which he successfully defends himself. Indemnification
is prohibited as to any matter in which the director or officer is adjudged liable to the corporation. Insofar as indemnification for
liabilities arising under the Securities Act may be permitted to directors, officers, and controlling persons pursuant to the foregoing
provisions or otherwise, management has been advised that in the opinion of the Commission such indemnification is against public
policy as expressed in the Securities Act and will be governed by the final adjudication of such issue.

Certain Factors Relating to Our Industry

We compete in an industry that is brand-conscious, so brand name recognition and acceptance of our products are critical to
our success.

Our business is substantially dependent upon awareness and market acceptance of our products and brands by our targeted
consumers. In addition, our business depends on acceptance by our independent distributors of our brands as beverage brands that
have the potential to provide incremental sales growth rather than reduce distributors’ existing beverage sales. It is too early in the
product life cycle of our brands to determine whether our products and brands will achieve and maintain satisfactory levels of
acceptance by independent distributors and retail consumers. We believe that the success of our brands will be substantially dependent
upon acceptance of our brand by consumers, distributors and retailers. Accordingly, any failure of our brand to maintain or increase
acceptance or market penetration would likely have a material adverse affect on our revenues and financial results.

Competition from traditional non-alcoholic beverage manufacturers may adversely affect our distribution relationships and
may hinder development of our existing markets, as well as prevent us from expanding our markets. '

The functional beverage industry is highly competitive. We compete with other beverage companies not only for consumer
acceptance but also for shelf space in retail outlets and for marketing focus by our distributors, all of who also distribute other
beverage brands. Our products compete with all non-alcoholic beverages, most of which are marketed by companies with greater
financial resources than what we have. Some of these competitors are placing severe pressure on independent distributors not to carry
competitive functional beverage brands such as ours. We also compete with national beverage producers.

Some of our direct competitors include Vitamin Water, Life Water, Fuze and Sobe. Increased competitor consolidations,
market place competition, particularly among branded beverage products, and competitive product and pricing pressures could impact
our earnings, market share and volume growth. If, due to such pressure or other competitive threats, we are unable to sufficiently
maintain or develop our distribution channels, we may be unable to achieve our current revenue and financial targets. As a means of
maintaining and expanding our distribution network, we intend to introduce product extensions and additional brands. There can be no
assurance that we will be able to do so or that other companies will not be more successful in this regard over the long term.
Competition, particularly from companies with greater financial and marketing resources than us, could have a material adverse affect
on our existing markets, as well as our ability to expand the market for our products. ' ' '

We may face intellectual property infringement claims and other litigation which would be costly to resolve.

We are not aware that any of our products infringe on the proprietary rights of third parties. However, we cannot assure you
that third parties will not assert infringement claims against us in the future with respect to current or future products. There has been
substantial litigation in the industry regarding copyright, trademark and other intellectual property rights. Whether brought by or

- against us, these claims can be time consuming, result in costly litigation and divert management’s attention from our day-to-day
operations, which can have a material adverse effect on our business, operating results and financial condition. Further, similar to our
competitors, we will likely become subject to litigation. Such litigation may be costly and time consuming and may divert
management’s attention from our day-to-day operations. In addition, we cannot assure you that such litigation will be ultimately
resolved in our favor or that an adverse outcome will not have a material adverse effect on our business, results of operations and
financial condition.
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We may face increased competition and downward price pressure if we are unable to protect our intellectual property rights.

Our business is heavily dependent upon our confidential and proprietary intellectual property. We rely primarily on a
combination of confidentiality and non-disclosure agreements, patent, copyright, trademark and trade secret laws, as well as other
proprietary rights laws and legal methods, to protect our proprietary rights. However, current U.S. and international laws afford us
only limited protection. Despite our efforts to protect our proprietary rights, unauthorized parties may attempt to copy our products or
obtain and use information that we regard as proprietary. Furthermore, the laws of some foreign countries may not protect our
proprietary rights to as great an extent as U.S. law. Our business, results of operations and financial condition could be adversely
affected if a significant amount of unauthorized copying of our products were to occur or if other parties develop products
substantially similar to our products. We cannot assure you that our attempts to protect our proprietary rights will be adequate or that
our competitors will not independently develop similar or competitive products.

We compete in an industry characterized by rapid changes in consumer preferences, so our ability to continue developing new
products to satisfy our consumers’ changing preferences will determine our long-term success.

Our current market distribution and penetration may be limited with respect to the population as a whole to determine
whether the brand has achieved initial consumer acceptance, and there can be no assurance that this acceptance will ultimately be
achieved. Based on industry information and our own experience, we believe that in general alternative or New Age beverage brands
and products may be successfully marketed for five to nine years after the product is introduced in a geographic distribution area
before consumers” taste preferences change, although some brands or products have longer lives. In light of the limited life for
alternative or New Age beverage brands and products, a failure-to introduce new brands, products or product extensions into the
marketplace as current ones mature could prevent us from achieving long-term profitability. In addition, customer preferences are also
affected by factors other than taste, such as the recent media focus on obesity in youth. If we do not adjust to respond to these and
other changes in customer preferences, our sales may be adversely affected.

We could be exposed to product liability claims for personal injury or possibly death.

Although we have product liability insurance in amounts we believe are adequate, we cannot assure that the coverage will be
sufficient to cover any or all product liability claims. To the extent our product liability coverage is insufficient; a product liability
claim would likely have a material adverse affect upon our financial condition. In addition, any product liability claim successfully
brought against us may materially damage the reputation of our products, thus adversely affecting our ability to continue to market
and sell that or other products.

The global economic crisis may adversely impact our business and results of operations.

The beverage industry can be affected by macro economic factors, including changes in national, regional, and local )
economic conditions, employment levels and consumer spending patterns. The recent disruptions in the overall economy and financial
markets as a result of the global economic crisis have adversely impacted the U.S. market. This has reduced consumer confidence in
the economy and could negatively affect consumers’ willingness to purchase our products as they reduce their discretionary spending.
Moreover, current economic conditions may adversely affect the ability of our distributors to obtain the credit necessary to fund their
working capital needs, which could negatively impact their ability or desire to continue to purchase products from us in the same
frequencies and volumes as they have done in the past. We also may be unable to access credit markets on favorable terms or at all.
There can be no assurances that government responses to the disruptions in the financial markets will restore consumer confidence,
stabilize the markets or increase liquidity and the availability of credit. If the current economic conditions persist or deteriorate, sales
of our products could be adversely affected, the credit status of our customers could be impacted, collectibility of accounts receivable
may be compromised and we may face obsolescence issues with our inventory, any of which could have a material adverse impact on
our operating results and financial condition. . - : ‘

Certain Factors Related to Our Common Stock

Because our common stock is traded on the OTC Bulletin Board, a shafeholder’s ability to sell shares in the secondéry tréding
market may be limited.

Our common stock is currently listed for trading in the United States on the OTC Bulletin Board. As a result, an investor may
find it more difficult to dispose of or to obtain accurate quotations as to the price of our securities than if the securities were traded on
the NASDAQ Stock Market or another national exchange, like The New York Stock Exchange or American Stock Exchange. -
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Because our common stock is considered a “penny stock,” a shareholder may have difficulty selling shares in the secondary
lvtradlng market.

In addition, our common stock is subject to certain rules and regulations relatlng to “penny stock” (generally deﬁned as any
equity security that is not quoted on the NASDAQ Stock Market and that has a price less than $5.00 per share, subject to certain
exemptions). Broker-dealers who sell penny stocks are subject to certain “sales practice requirements” for sales in certain nonexempt
transactions (i.e., sales to persons other than established customers and institutional “accredited investors”), including requiring
delivery of a risk disclosure document relating to the penny stock market and monthly statements disclosing recent price information
for the penny stock held in the account, and certain other restrictions. For as long as our common stock is subject to the rules on penny
stocks, the market liquidity for such securities could be significantly limited. This lack of liquidity may also make it more difficult for
us to raise capital in the future through sales of equity in the public or private markets.

The price of our common stock may be volatile, and a shareholder’s investment in our common stock could suffer a decline in
value.

There has been significant volatility in the volume and market price of our common stock, and this volatility may continue in
the future. In addition, there is a greater chance for market volatility for securities that trade on the OTC Bulletin Board as opposed to
a national exchange. This volatility may be caused by a variety of factors, including the lack of readily available quotations, the
absence of consistent administrative supervision of “bid” and “ask” quotations and generally lower trading volume. In addition,
factors such as quarterly variations in our operating results, changes in financial estimates by securities analysts or our failure to meet
our or their projected financial and operating results, litigation involving us, general trends relating to the beverage industry, actions
by governmental agencies, national economic and stock market considerations as well as other events and circumstances beyond our
control could have a significant impact on the future market price of our common stock and the relative volatility of such market price.
The price of our common stock has been and could continue to be subject to wide fluctuations i in response to certain factors, 1nclud1ng,
but not hmlted to, the following;:

. quarter to quarter variations in results of operations;
. our announcements of new products;
. - our competitors” announcements of new products;
. general conditions in the beverage industry; or
. | investor and customer perceptions and expectations regarding our products plans and strateglc position and those of our

competitors and customers.

Additionally, the public stock markets experience extreme price and trading volume volatility. This volatility has
significantly affected the market prices of securities of many companies for reasons often unrelated to the operating performance of
the specific companies. These broad market fluctuations may adversely affect the market price of our common stock.

There are outstanding a significant number of'shares available for future sales under Rule 144.

As of December 31, 2008, of the 195,503,3137 issued and outstanding shares of our Common Stock, approximately
96,444,684 shares may be deemed “restricted shares™ and, in the future, may be sold in compliance with Rule 144 under the securities
Act of 1933, as amended. Rule 144 provides that a person holding restricted securities for a pefiod of one year may sell in brokerage
transactions an amount equal to 1% of our outstanding Common Stock every three months. A person who is a “non-affiliate” of our
Company and who has held restricted securities for over two years is not subject to the aforesaid volume limitations as long as the
other conditions of the Rule are met. Possible or actual sales of our Common Stock by certain of our present shareholders under Rule
144 may, in the future, have a depressive effect on the price of our Common Stock in any market which may develop for such shares.
Such sales at that time may have a depressive effect on the pnce of our Common Stock in the open market.

There are a significant number of outstanding securities convertible or exercisable into shares of common stock, the
conversion or exercise of which may have a dilutive effect on the price of our common stock.

As of December 31, 2008, there were outstanding and immediately exercisable options to purchase 7,530,000 shares of
Common Stock and other warrants to purchase 15,713,723 shares of Common Stock. The shares underlying warrants (including the
warrants that are granted upon conversion of the debentures) represent approximately 8% of our common stock, and the shares
underlying our currently outstanding options represent approximately 4% of our common stock. The exercise of these securities will
cause dilution to our shareholders and the sale of the underlying Common Stock (or even the potential of such exercise or sale) may
have a depressive effect on the market price of our securities. Moreover, the terms upon which we will be able to obtain additional
equity capital may be adversely affected, since the holders of the outstanding options and warrants can be expected to exercise them at
a time when we would, in all likelihood, be able to obtain any needed capital on terms more favorable to us than the exercise terms
provided by the outstanding options and warrants.
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Our Board of Directors has the ability to issue “blank check” Preferred Stock.

Our Certificate of Incorporation authorizes the issuance of up to 1,000,000 shares of “blank check” preferred stock, with such '
designation rights and preferences as may be determined from time to time by the Board of Directors. Currently, there are no shares of
preferred stock are issued and outstanding. The Board of Directors is empowered, however, without shareholder approval, to issue
shares of preferred stock with dividend, liquidation, conversion, voting or other rights which could adversely affect the voting power
or other rights of the holders of our common stock. In the event of such issuances, the preferred stock could be utilized, under certain
circumstances, as a method of discouraging, delaying or preventing a change in control of our company. Although we have no present
intention to issue any additional shares of our preferred stock, there can be no assurance that we will not do so in the future.

Ttem 1B. Unresolved Staff Comments

We are a “smaller reporting company” as defined by Regulation S-K and as such, are not required to provide the information
contained in this item pursuant to Regulation S-K.

Item 2: Description of Property

During the 2008 fiscal year our corporate offices were located at 3 Bala Plaza East, Suite 117, Bala Cynwyd, Pennsylvania.
On January 9, 2009, we entered into a sublease with Hallinan Capital Corp. for approximately 1,978 square feet of office space
located at Three Bala Plaza East, Suite 101, Bala Cynwyd, PA 19004. The premises will serve as the Company’s new corporate
headquarters. The sublease expires two years following the commencement date and will terminate on such expiration date provided
that either party gives six months notice of its intention to terminate the lease to the other party. In the event that neither party provides
such notice, the sublease will continue on a month to month basis, with either party having the right to terminate at any time upon the
provision of six months written notice. The sublease will, however, terminate without regard to such notice provisions upon the
expiration or termination of the lease under which the premises have been sublet to the Company. The sublease calls for monthly
payments of $5,192.25 from the commencement date and through October 2009. Thereafter, the rent due under the sublease will be
increased by $1,978 per annum. '

Item 3: Legal Proceedings

Except as described below, we are not currently a party to any lawsuit or proceeding which, in the opinion of our
management, is likely to have a material adverse effect on us.

On March 24, 2008, the Company requested arbitration with Peace Mountain Corporation to clarify certain aspects of the
licensing agreement. The arbitration will be administered by the American Arbitration Association in Providence, R.I. The items in
question are the timing of payments to Peace Mountain, the approval process for the use of trademarks, the approval process for
formulas and the protection of trademark rights in foreign countries. The Company feels that this arbitration will result in a more
definitive agreement for the future. The Company is currently in discussions with Peace Mountain to complete this agreement.

On or about June 30, 2008, the Company filed an arbitration claim with the Financial Industry Regulatory Authority
(“FINRA”) against ROGO Capital, LLC (“ROGO”), FINRA Case No. 08-02163, alleging breach of contract and fraud claims
concerning ROGO’s alleged misrepresentations made in connection with the Company’s retention of ROGO to serve as its placement
agent and ROGO’s alleged non-performance under the placement agreement. ROGO disputes these claims and in response, on or
about September 4, 2008, ROGO filed a counterclaim in the FINRA arbitration against the Company alleging breach of the placement
agreement and claiming damages of approximately $241,000. The Company disputes ROGO’s allegations and is vigorously defending
the counterclaim. The parties are now engaged in discovery. The FINRA arbitration hearing on the dispute is scheduled to begin on
July 13, 2009.

In addition, we are subject to other claims and litigation arising in the ordinary course of business. Our management
“considers that any liability from any reasonably foreseeable disposition of such other claims and litigation, individually or in the
aggregate, would not have a material adverse effect on our consolidated financial position, results of operations or cash flows.

Item 4: Submission of Matters to a Vote of Security Holders.

No matters were submitted to a vote of security holders during the fourth quarter ended December 31, 2008.
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PART IT
Item 5: Market for Common Equity and Related Stockholder Matters

Following our name change, our common stock has traded on the OTC Bulletin Board since December 27, 2006 under the
symbol SKNY.OB. Our common stock previously traded on the OTC Bulletin Board under the symbol CEIL.OB from June 21, 2006
until December 26, 2006. Previously, our common stock traded on the OTC Pink Sheets under the symbol CEIL.PK. The table
set forth below shows the high and low bid information for the past two years. These quotations reflect inter-dealer prices, without
retail mark-up, mark-down or commission and may not represent actual transactions. According to our stock transfer agent records,
we had approximately 496 shareholders of our common stock as of December 31, 2008 holding 195,503,317 common shares.

High Bid Low Bid

Fiscal 2008

MATCI 31, 2008 ...ttt e e e e ettt e e eeennn e s s vt e e eear e reaenraesearanaessaresennnns $ 0.15 $ 0.03
JUNE 30, 2008 ...ttt s e et e e et ae st e e besenas $ 0.51 $ 0.10
September 30, 2008 .........ocoeieieierieeieiee et ettt ettt et r bt et as st e b s ereeteteseasenees $ 039 § 0.15
DecemDBEr 31, 2008 .....cviiieeiiieeeeeeee ettt eeetrereesesstes e et easaseteetressereestetes st steseeesaerereeseneeanen $ 019 % 0.06
Fiscal 2007

MATCH 31, 2007 .cviiiiririn ittt sressarsste st e besrssbsnssstsbssrssrenseressasssessnesrensonsorensarensons $ 043  $ 0.17
JUNE 30, 2007 .ot eettr e sttt e s s e sttt ssebannra e s s e tn e e s s n e tstanreseenneeessrresaanns $ 0.28 $ 0.15
September 30, 2007 .......coveeieieiiereieeeeeiisies et et en st bere b re s ear e re et et neseen s e s s eneseseeseraneen $ 019 $ 0.10
DECEMDBET 31, 2007 ..ottt eeree e s eeeesesesretesesonseteessaneseees s reaeseseaesseasessnenesans $ 0.14 $ 0.06

Dividends and Dividend Policy

There are no restrictions imposed on us that limit our ability to declare or pay dividends on our common stock, except as
limited by state corporate law. During the year ended December 31, 2008, no cash or stock dividends were declared or paid and none
are expected to be paid in the foreseeable future. We expect to continue to retain all earnings generated by our future operations for the
development and growth of our business. The board of directors will determine whether or not to pay dividends in the future in light of
our earnings, financial condition, capital requirements and other factors.

Transfer Agent _
~ The transfer for our Common Stock is Interwest Transfer Agency, Salt Lake City, UT.
Securities authorized for issuance under equity compensation plans

The following table provides information about our common stock that may be issued upon the exercise of options and rights
under all of our existing equity compensation plans as of December 31, 2008, which consists of our Stock Option Plan.

Number of
Securities
Remaining
Available for
Number of Future Issuance
Securities to be Under Equity
Issued upon Weighted Average Compensation
Exercise of Exercise Plans Excluding
Qutstanding Price of Securities
Options and Outstanding Reflected in
Rights Options Column (a)
Plan Category (a) (b) (c)
Equity Compensation Plans Approved by Stockholders................. 19,437,500 $ 0.218 562,5000
Equity Compensation Plans Not Approved by Stockholders (1).... 15,715,723 . § 0.07 N/A
Total.............. OO PSR ROO 35,153,223 — 562,500

(1) Consists of warrants issued to third parties for services rendered.
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Recent Sales of Unregistered Securities

Except as described elsewhere in this report, we did not issue any securities that were not registered under the Securities Act
of 1933 during the fiscal year ended December 31, 2008 or during the current fiscal year, other than those disclosed in previous SEC
filings. :

Stock Repurchases
‘During fiscal 2008, we did not repurchase any shares of our common stock.
Item 6. Selected Financial Data

We are a “smaller reporting company” as defined by Regulation S-K and as such, are not required to provide the information
contained in this item pursuant to Regulation S-K.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

This management’s discussion and analysis of financial condition and results of operations contains forward-looking statements that
involve risks and uncertainties. Please see “Item 1—Business—Forward-Looking Statements” for a discussion of the uncertainties,
risks. and assumptions associated with these statements. You should read the following discussion in conjunction with our audited
consolidated financial statements and the notes to our audited consolidated finanicial statements included elsewhere in this report.
Our actual results may differ materially from those discussed in the forward-looking statements as a result of various factors,
including but not limited to those listed under “Item 1A—Risk Factors” and included in other portions of this report.

Overview
Nature of Operations

We were originally incorporated in the State of Utah on June 20, 1984 as Parvin Energy, Inc. Our name was later changed to
Sahara Gold Corporation and on July 26, 1985 we changed our corporate domicile to the State of Nevada and on January 24, 1994 we
changed our name to Inland Pacific Resources, Inc. On December 18, 2001, we entered into an agreement and plan of reorganization
with Creative Enterprises, Inc. and changed our name to Creative Enterprises International, Inc. and on November 15, 2006, a
majority of our common stockholders provided written consent to change the name of the company to Skinny Nutritional Corp. to
more accurately describe our evolving operations. This change became effective December 27, 2006. See “Our Products and Strategy”
below. This discussion relates solely to the operations of Skinny Nutritional Corp.

We have had limited operations to date and until 2005 our efforts were focused primarily on the development and
implementation of our business plan. Since the middle of 2005 we have engaged in significant marketing and sales activities related to
our business plan of selling functional beverages and dietary supplements. We have generated revenues of $752,825 for fiscal 2007
and incurred a net loss of $5,698,643 for the year ended December 31, 2007. For our 2008 fiscal year, we generated revenues of
$2,179,055 and incurred a net loss of $6,232,123, of which $2,824,252 was non-cash related. The net loss includes general and
administrative expenses related to the costs of start-up operations and a significant amount of marketing expenses related to
establishing our brand in the market. In addition, the net loss includes a significant amount of public company expenses incurred to
become a reporting company and transition the company from the pink sheets to the OTC Bulletin Board. Since the date of the merger
and reorganization, we have raised capital through private sales of our common equity and debt securities.

Since our formation and prior to 2005, our operations were devoted primarily to startup and development activities, including
obtaining start-up capital; developing our corporate hierarchy, including establishing a business plan; and identifying and contacting
suppliers and distributors of functional beverages and dietary supplements. Starting in our 2006 fiscal year, we have been able to
devote a majority of our resources to product developrhent, marketing and sales activities regarding our line of Skinny products,
including the procurement of a number of purchase orders from distributors. This trend continued in our 2008 fiscal year. ’

Our Current Products

We operate our business in the rapidly evolving beverage industries and are currently focused on developing, distributing and
marketing nutritionally enhanced functional beverages. Enhanced functional beverages have been leading the growth of beverage
consumption in the United States. Through the year ended December 31, 2008, we have operated our business in the rapidly evolving
functional beverage industry, principally through marketing and distributing our “Skinny Water” line of functional beverages.

- Qur Skinny Water product line, which we originally introduced in 2005, has been reformulated to include six flavors (Acai_
Grape Blueberry, Raspberry Pomegranate, Peach Mango Mandarin, Passionfruit Lemonade, Goji Fruit Punch -and Orange Cranberry
Tangerine). We expect to launch Skinny Teas and new product extensions with zero calories, sugar and sodium and with no
preservatives. ’
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Skinny Water is formulated with a proprietary blend of vitamins, minerals and antioxidants. To market this product, we rely
on the licenses from Peace Mountain and Interhealth. We worked closely with these companies to agree upon the ingredient blend
utilized in Skinny Water. Skinny Water is ephedrine-free and contains no caffeine or sugar. Skinny Water’s Raspberry Pomegranate
flavor features the all natural, clinically tested ingredient, Hydroxycitric Acid (“Super CitriMax”) plus a combination of calcium and
potassium. Super CitriMax has been shown to suppress appetite without stimulating the nervous system when used in conjunction
with diet and exercise. Skinny Water also includes ChromeMate® which is a patented form of biologically active niacin-bound
chromium called chromium nicotinate or polynicotinate that we also obtain from Interhealth.

Our current business strategy is to develop and maintain our current national distribution relationship with Target
Corporation, focus in establishing a market for the Skinny beverages in the United States and generate sales and brand awareness
through sampling, street teams and retail-centered promotions and advertisements as well as building a national sales and distribution
network to take our products into retail and direct store delivery (DSD) distribution channels.

We will principally generate revenues, income and cash by introducing, marketing, selling and distributing finished products
in the beverage, health and nutrition industries. We will sell these products through national retailers and local distributors. We have
been focused on, and will continue to increase our existing product lines and further develop our markets. We have established
relationships with national retailers, including Target for the distribution of Skinny Water. We expect to continue our efforts to
distribute Skinny Water through the distributors and retailers. However, these distributors and retailers were not bound by significant -
minimum purchase commitments and we do not expect that this will change in the near future. Accordingly, we must rely on recurring
purchase orders for product sales and we cannot determine the frequency or amount of orders any retailer or distributor may make.

Our primary operating expenses include the following: direct operating expenses, such as transportation, warehousing and
storage, overhead, fees and royalties to our suppliers and licensors and marketing costs. We have and will continue to incur significant
marketing expenditures to support our brands including advertising costs, sponsorship fees and special promotional events. We have
focused on developing brand awareness and trial through sampling both in stores and at events. Retailers and distributors may receive
rebates, promotions, point of sale materials and merchandise displays. We seek to use in-store promotions and in-store placement of
point-of-sale materials and racks, price promotions, sponsorship and product endorsements. The intent of these marketing
expenditures is to enhance distribution and availability of our products as well as awareness and increase consumer preference for our
brand, greater distribution and availability, awareness and promote long term growth.

Background of our Product Development Activities

In July 2004, we entered into a license and distribution agreement with Jamnica, d.d. that granted us an exclusive license to
distribute Jamnica’s bottled waters in North America. Our agreement with Jamnica was for an initial term commencing on the date we
received government approvals to distribute the products in the sales territory and continuing for a period of one year from the date the

" approvals are received. We received approval from the State of New York in April 2005 and the State of California in June 2005. The
agreement would have automatically renewed for additional one year terms provided we satisfied certain sales volume targets. If we
were unable to satisfy these targets, Jamnica had the right to either terminate the agreement or to appoint additional distributors in the
territory. Based on the sales of Jana Water and Jana Skinny Water through the quarter ended September 30, 2006, we did not satisfy
these targets.

On October 10, 2006, we entered into an agreement with Jamnica, d.d. and Jana North America, Inc. (the “Modification
Agreement”), which agreement is effective as of September 20, 2006, pursuant to which the parties confirmed the termination of our
distribution agreement with Jamnica. Under the Modification Agreement, the parties agreed to the following arrangements: (a) our
obligation to Jamnica of $207,321 was eliminated; (b) Jamnica and Jana North American paid an amount.of $23,125 on our behalf in -
satisfaction of storage and warehousing fees; (c) receivables due to us from select accounts were transferred to Jana North America;
and (d) we made available to Jana North America all inventory of Jana bottled waters in our possession. In addition, the parties agreed
that we will.cease use of the Jana trademarks and logos and Jamnica and Jana North America agreed not to use any of.our licensed.
trademarks or logos concerning our “Skinny” product line. Pursuant to the Modification Agreement, we also provided additional
assistance to Jamnica and Jana North America in the transition for the marketing and distribution of the Jana bottled waters. Each of
the parties also agreed to release the other from any obligations or claims arising from the.distribution agreement.

We obtained the exclusrve worldw1de rights from Peace Mountain Natural Beverages Corporation to bottle and distribute a
dietary supplement called Skinny Water®. Skinny Water is a line of six flavored enhanced waters, with the Raspberry Pomegranate
including an all- natural appetite ‘suppressant that helps people control their appetite in conjunction with diet and exercise. On October
4, 2006, we entered into an amendment to our License and Distribution Agreement with Peace Mountain Natural Beverages Pursuant
to this amendment, we agreed to pay Peace Mountain an amount of $30,000 in two equal monthly installments commencing on the
date of the amendment in satisfaction of allegations of non—performance by Peace Mountain. In addition, the partles further agreed to
amend and restate our royalty obligation to Peace Mountain, pursuant to which amendment, we will have a minimum royalty
obligation to Peace Mountain based on a percentage of wholesale sales with a quarterly minimum of $15,000. Our agreement with
Peace Mountain will renew automatically provided that we satisfy the minimum quarterly payment of $15,000 specified in the
contract.
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On June 7, 2004 we entered into an agreement with Interhealth Nutraceuticals Incorporated and obtained the right to sell,
market, distribute and package Super CitriMax® in bottled liquid dietary supplement products. This right was granted by Interhealth
on a non-exclusive basis. We use ChromeMate.and Super CitriMax® in our Skinny Water products. Further, we must purchase
quantities of ChromeMate and Super CitriMax® from the manufacturer and are licensed to use InterHealth’s trademarks and logos in
marketing products containing ChromeMate and Super CitriMax®. Our agreement with Interhealth will continue unless terminated by
either party.

Planned Products

We intend to expand our product line to introduce the following products at such times as management believes that market
conditions are appropriate. Products under development or consideration include new Skinny Water flavors, Teas and Shakes.

Management Changes

In October 2006, we reorganized our executive management team. On October 4, 2006, our board of directors elected Mr.
Ken Brice as a member of our board of directors and appointed Mr. Michael R. Reis as its interim Chief Operating Officer and also
elected him as a director. Further, on October 5, 2006, Mr. Christopher Durkin Chief Executive Officer, President and a director,
resigned from such positions with us. In addition, on October 6, 2006, we appointed Mr. Donald J. McDonald to serve as our new
Chief Executive Officer, President and as a member of our board of directors. Also, on October 6, 2006, Mr. James Robb notified us
that effective on such date he resigned from our board of directors. Subsequently, as of June 30 2007, Mr. McDonald became our
Chief Financial Officer in addition to his other positions with us following the resignation of Kenneth Brice, the Company’s Chief
Financial Officer at that time.

On December 1, 2008, we entered into an employment relationship with Mr. Ronald D. Wilson, who will serve as the
President and Chief Executive Officer of the Company efféctive immediately. Contemporaneously with Mr. Wilson’s appointment as
the President and Chief Executive Officer of the Company, the Board elected Mr. Wilson to serve on the Company’s Board of
Directors for a period of one year or until his successor is elected and qualified. Mr. Wilson was appointed to replace Mr. Donald
McDonald as the Company’s President and Chief Executive Officer. Mr. McDonald continues to serve on the Company’s Board of
Directors and as the Company’s Chief Financial Officer.

Reorganization

On November 15, 2006, holders of approximately 53% of our issued and outstanding common stock consented in writing to
the adoption of resolutions approving (1) amendments to our Articles of Incorporation to (a) change our corporate name to “Skinny
Nutritional Corp.” and (b) increase the number of authorized shares of common stock 250,000,000 shares and (2) an amendment to
our Employee Stock Option Plan to increase the number of shares of common stock available to be issued there under to 20,000,000
shares. These actions became effective as of December 27, 2006. Also effective as of such date, we granted an aggregate of
10,650,000 options under our Employee Stock Option Plan, including a total of 5,500,000 options granted to certain of our executive
officers.

Advisory Board

On March 20, 2008, the Company announced it established an advisory board to provide advice on matters relating to the
Company’s products. The Company will seek to appoint up to five individuals to its advisory board. On such date, the Company
appointed the following individuals to its advisory board: Pat Croce, Ron Wilson and Michael Zuckerman. As described below, in
December 2008, we appointed Mr. Wilson as our Chief Executive Officer and President. The Company also entered into a consulting
agreement with Mr. Croce, pursuant to which the Company agreed to issue warrants to purchase 3,000,000 shares of common stock at
$.05 per share consideration of his agreement to serve on the Company’s Advisory Board and for providing the marketing services for
the Company’s products. In addition to serving on the Advisory Board, Croce agreed to endorse and advertise, through an affiliate, the
Company’s products. In additional consideration for his agreement to provide the endorsement and marketing services, the Company
agreed to pay a royalty with respect to the sale of its products that he endorses for the duration of his endorsement services. The
Company issued each of the other initial members of its advisory board warrants to purchase 1,500,000 shares of Common Stock,
exercisable for a period of five years at a price of $0.05. Subsequently, we also granted Mr. Wilson an additional warrant to purchase
1,000,000 shares of Common Stock in April 2008, in consideration for additional consulting services provided by Mr. Wilson to us.
These warrants are also exercisable for a period of five years at a price of $0.05 per share. The securities sold in or issued in
connection with the financing have not been registered under the Securities Act of 1933, as amended, and were offered and sold in
reliance upon the exemption from registration set forth in Section 4(2) thereof. We believe that the investors and the selling agent are
“accredited investors™; as such term is defined in Rule 501(a) promulgated under the Securities Act.
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Going Concern and Management Plans

To date, we have needed to rely upon selling equity and debt securities in private placements to generate cash to implement
our plan of operations. We have an immediate need for cash to fund our working capital requirements and business model objectives
and we intend to either undertake private placements of our securities, either as a self-offering or with the assistance of registered
broker-dealers, or negotiate a private sale of our securities to one or more institutional investors. However, we currently have no firm
agreements with any third-parties for such transactions and no assurances can be given that we will be successful in raising sufficient
capital from any proposed financings.

At December 31, 2008, our cash and cash equivalents was approximately $236,009. We have been substantially reliant on
capital raised from private placements of our securities to fund our operations. During the 2008 fiscal year, we raised an aggregate
amount of $5,205,690 from the sale of securities to accredited investors in private transactions pursuant to Rule 506 of Regulation D
under the Securities Act of 1933, as amended. See the discussion below under the caption “Liquidity and Capital Resources” for
additional information regarding these transactions.

Based on our current levels of expenditures and our business plan, we believe that our existing cash and cash equivalents
(including the proceeds received from our recent private placement), will only be sufficient to fund our anticipated levels of operations
for a period of less than twelve months and that without raising additional capital, the Company will be limited in it’s projected
growth. This will depend, however, on our ability to execute on our 2009 operating plan and to manage our costs in light of
developing economic conditions and the performance of our business. Accordingly, generating sales in that time period is important to
support our business. However, we cannot guarantee that we will generate such growth. If we do not generate sufficient cash flow to
support our operations during that time frame, we will need to raise additional capital and may need to do so sooner than currently
anticipated. Our independent auditors have included a “going concern” explanatory paragraph in their report to our financial
statements for the year ended December 31, 2008, citing recurring losses and negative cash flows from operations. We can not assure
you that any financing can be obtained or, if obtained, that it will be on reasonable terms. ' '

If we raise additional funds by selling shares of common stock or convertible securities, the ownership of our existing
shareholders will be diluted. Further, if additional funds are raised though the issuance of equity or debt securities, such additional
securities may have powers, designations, preferences or rights senior to our currently outstanding securities. Further, if expenditures
required to achieve our plans are greater than projected or if revenues are less than, or are generated more slowly than, projected, we
will need to raise a greater amount of funds than cutrently expected. Without realization of additional capital, it would be unlikely for
us to continue as:a going concern.

Restatement of Prior Year Results

The Company recently filed an amendment to its Annual Report on Form 10-KSB for the year ended December 31, 2007 to
restate its financial statements in order to change its method of accounting for convertible debentures, options and warrants. The
Company, after consulting with its independent registered public accounting firm, concluded that the Company should correct an error
in the Company’s accounting and disclosures for its convertible debentures and stock options and warrants. This conclusion was
reached following a thorough evaluation of the Company’s accounting treatment of such securities in response to a comment letter
from the Staff of the Division of Corporation Finance of the Securities and Exchange Commission (“SEC”) relating to the Company’s
Annual Report on Form 10-K for the year ended December 31, 2007. The results of operations reported in this Management’s
Discussion and Analysis gives effect to this restatement. Further information on the nature and impact of these adjustments is provided
in Note 4, “Restatemert of Financial Statements” under Notes to Consolidated Financial Statements included in Item 8, “Financial
Statements” of this Annual Report on Form 10-K. = '

Critical Accounting Policies

‘ The application of the following accounting policies, which are important to our financial position and results of operations,
requires significant judgments and estimates on the part of management. For a summary of all of our accounting policies, including
the accounting policies discussed below, see note 3 to our audited consolidated financial statements.

v Revenue Recognition — The Company sells products through multiple distribution channels including resellers and
distributors. Revenue is recognized when the product is shipped to our retailers and distributors and is recognized net of discounts. At
present, there are no return privileges with our products. Management believes that adequate provision has been made for cash
discounts, returns and spoilage based on our historical experience. .

Inventories — Inventories are stated at the lower of cost to purchase and/or manufacture the inventory or the current estimated
market value of the inventory. We regularly review our inventory quantities on hand and record a provision for excess and obsolete
inventory based primarily on our estimated forecast of product demand, production availability and/or our ability to sell the
product(s) concerned. Demand for our products can fluctuate significantly. Factors that could affect demand for our products include
unanticipated changes in consumer preferences, general market and economic conditions or other factors that may result in
cancellations of advance orders or reductions in the rate of reorders placed by customers and/or continued weakening of economic
conditions. Additionally, management’s estimates of future product demand may be inaccurate, which could result in an understated
or overstated provision required for excess and obsolete inventory.
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Cost of Sales — Cost of sales consists of the costs of raw materials utilized in the manufacture of products, co-packing fees,
repacking fees, in-bound freight charges, as well as certain internal transfer costs, warehouse expenses incurred prior to the
manufacture of our finished products and certain quality control costs. Raw materials account for the largest portion of the cost of
sales. Raw materials include cans, bottles, other containers, ingredients and packaging materials.

Operating Expenses — Operating expenses include selling expenses such as distribution expenses to transport products to
customers and warehousing expenses after manufacture, as well as expenses for advertising, commissions, sampling and in-store
demonstration costs, costs for merchandise displays, point-of-sale materials and premium items, sponsorship expenses, other
marketing expenses and design expenses. Operating expenses also include payroll costs, travel costs, professional service fees
including legal fees, termination payments made to certain of our prior distributors, entertainment, insurance, postage, depreciation
and other general and administrative costs.

Stock-Based Compensation ~ We account for share-based compensation arrangements in accordance with the provisions of
SFAS No. 123R, “Share-Based Payment” which requires the measurement and recognition of compensation expense for all share-
based payment awards to employees and directors based on estimated fair values. We use the Black-Scholes-Merton option pricing
formula to estimate the fair value of our stock options at the date of grant. The Black-Scholes-Merton option pricing formula was
developed for use in estimating the fair value of traded options that have no vesting restrictions and are fully transferable. Our
employee stock options, however, have characteristics significantly different from those of traded options, For example, employee
stock options are generally subject to vesting restrictions and are generally not transferable. In addition, option valuation models
require the input of highly subjective assumptions, including the expected stock price volatility, the expected life of an option and the
number of awards ultimately expected to vest. Changes in subjective input assumptions can materially affect the fair value estimates
of an option. Furthermore, the estimated fair value of an option does not necessarily represent the value that will ultimately be realized
by an employee. We use historical data to estimate the expected price volatility, the expected option life and the expected forfeiture
rate. The risk-free rate is based on the U.S. Treasury yield curve in effect at the time of grant for the estimated life of the option. If
actual results are not consistent with our assumptions and judgments used in estimating the key assumptions, we may be required to
increase or decrease compensation expense or income tax expense, which could be material to our results of operations.

Use of Estimates in the Preparation of Financial Statements — The preparation of financial statements in conformity with
accounting principles generally accepted in the United States requires management to make estimates and assumptions that affect the
reported amount of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Management Discussion and Analysis:
Results of Operations: Year Ended December 31, 2008 compared to Year Ended December 31, 2007

For the twelve months ended December 31, 2008, our revenues were $2,179,055 as. compared to $752,825 for the same
period last year. This increase in revenues for the twelve months ended December 31, 2008 is due primarily to the introduction of the
five reformulated Skinny flavors and the increased volume of product shipment resulting from the development of thee Company’s
relationship with Target Corp. and new distribution relationships established by the Company during the year. Direct sales to retailers
were $304,809 as compared to $705,742 for the prior year period. Sales to our DSD network increased to $1,589,982 in 2008
compared to $37,195 during 2007. Cost of goods sold was $1,873,477 for the year ended December 31, 2008 as compared to
$532,812 incurred during the same period last year. Marketing and advertising costs were $2,083,646 for the year ended December 31,
2008 as compared to $721,442 for the same period last year. This increase is attributable to product design and increased advertising
expenses along with additional personal to assist our growth in DSD and market areas.

The increased revenue for 2008 was primarily due to an increased volume of product shipment resulting from the
development of the Company’s reformulation, introduction of 5 new flavors of Skinny Water and growth from our DSDs to 15 at the
end of 2008. ' ‘ ‘

General and administrative costs (which include salaries, rent, office overhead, and public company expenses) were
$3,421,468 for the twelve months ended December 31, 2008 as compared to $1,715,218 over the same period in 2007. This Increase
of 114% is primarily due to costs associated with private placements of stock along with non-cash expenses related to grants of
options and warrants.

Interest expense was $67,042 for the year ended December 31, 2008 as compared to $120,514 for the same period last year.

Net loss for the twelve month period was $6,232,123 as compared to $5,698,643 for the same period last year.
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Liquidity and Capital Resources
Satisfaction of Cash Requirements and Financing Activities

We have historically primarily been funded through the issuance of common stock, debt securities and external borrowings.
We believe that net cash on hand as of the date of this Annual Report is only be sufficient to meet our expected cash needs for
working capital and capital expenditures for a period of less than twelve months and without raising additional capital, the Company
will be limited in its projected growth. Accordingly, we have an immediate need for additional capital. To raise additional funds, we
intend to either undertake private placements of our securities, either as a self-offering or with the assistance of registered broker-
dealers, or negotiate a private sale of our securities to one or more institutional investors. We currently have no firm agreements with
any third-parties for additional transactions and no assurances can be given that we will be successful in raising sufficient capital from
any of these proposed financings. Further, we cannot be assured that any additional financing will be available or, even if'it is
available that it will be on terms acceptable to us. Any inability to obtain required financing on sufficiently favorable terms could have
a material adverse effect on our business, results of operations and financial condition. If we are unsuccessful in raising additional
capital and increasing revenues from operations, we will need to reduce costs and operations substantially. Further, if expenditures
required to achieve our plans are greater than projected or if revenues are less than, or are generated more slowly than, projected, we
will need to raise a greater amount of funds than currently expected. Without realization of additional capital, it would be unlikely for
us to continue as a going concern.

We have developed operating plans (forecasts) that project profitability based on known assumptions of units sold, retail and
wholesale pricing, cost of goods sold, operating expenses as well as the investment in advertising and marketing. These operating
plans are adjusted monthly based on actual results for the current period and projected into the future and include statement of
operations, balance sheets and sources and uses of cash. If we are able to meet our operating targets, however, we believe that we will
be able to satisfy our working capital requirements. No assurances can be given that our operatmg plans are accurate nor can any
assurances be prov1ded that we W111 attam any such targets that we may develop.

2008 Financing Activities

As prev1ously reported, we commenced a private offering of its common stock in December 2007 for up to a maximum of
$3,200,000 of shares at an offering price of $0.04 per share and the Company ‘had received subscriptions of approximately $3.1
million, In this offering, we received gross proceeds of $3,163,000 and sold an aggregate of 79,075,000 shares of common stock to
accredited investors. After giving effect to offerlng expenses and commissions, the Company received net proceeds of approximately
$2.8 million. The Company agreed to pay commissions to registered broker-dealers that procured investors in the offering and issue
such persons warrants to purchase such number of shares as equals 10% of the total number of shares actually sold in the offering to
investors procured by them. Agent warrants shall be exercisable at the per share price of $0.05 for a period of five years from the date
of issuance. Based on the foregoing, agents have earned an aggregate of $55,000 in commissions and 1,362,500 warrants. In
connection with the offering, the Company relied on the exemption from registration provided by Section 4(2) of the Securities Act of
1933, as amended (the “Securities Act”), and Rule 506 promulgated thereunder. Based on the representations made in the transaction
documents, the Company believes that the Investors are “accredited 1nvestors” as such term is defined in Rule 501(a) promulgated
under the Securities Act.

In addition, as previously reported, commencing in November 2008, we conducted a private offering in reliance upon the
exemption from registration provided by Section 4(2) of the Securities Act and Rule 506 promulgated thereunder pursuant to which
we sought to raise an aggregate amount of $1,875,000 of shares of commeon stock (the “November Offering”). On February 5, 2009,
the Company completed the November Offering. Total proceeds raised in the November Offering were $1,867,690 and the subscribers
purchased an aggregate of 31,128,167 shares of common stock. The Company intends to use the net proceeds from the November

- Offering of approximately $1,800,000 for working capital, repayment of debt and general corporate purposes. In connection with the
November Offering, the Company’s Chief Executive Officer, Chief Financial Officer and Chairman agreed not to exercise a total of
12,000,000 options and 2,000,000 warrants beneficially owned by them until such time as the Company’s stockholders adopt an
amendment to its Articles of Incorporation to increase the number of the Company’s authorized shares of common stock. The
Company agreed to pay commissions to registered broker-dealers that procured investors and issue such persons warrants to purchase
such number of shares as equals 10% of the total number of shares actually sold in the November Offering to investors procured by
them. Agent warrants are exercisable at the per share price of $0.07 for a period of five years from the date of issuance. We paid total
commissions of $20,959 and issued agent warrants to purchase 349,317 shares of common stock. The securities offered have not been
registered under the Securities Act and may not be offered or sold in the United States absent registration.or an applicable exemption
from registration requirements. Based on the representations made in the transaction documents, the Company believes that the
Investors are “accredited investors”, as such term is-defined in Rule 501(a) promulgated under the Securities Act.
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In addition to these transactions, the Company sold an aggregate of $175,000 of shares of its common stock to three
individual accredited investors in private sales and issued these investors a total of 3,541,667 shares of common stock. In connection
with the offering, the Company relied on the exemption from registration provided by Section 4(2) of the Securities Act of 1933, as
amended. Based on the representations made in the transaction documents, the Company believes that the Investors are “accredited
investors”, as such term is defined in Rule 501(a) promulgated under the Securities Act.

2007 Financings

During the calendar year 2007 the Company’s primary means of raising capital was through the sale of common stock
through private placements made pursuant to Rule 506 of Regulation D under the Securities Act of 1933. During 2007, the Company
received proceeds of $1,188,063 from these financings and issued a total of 15,848,179 shares of common stock to the investors in
such offerings. In connection with such financings, the Company issued 2,759,390 warrants to “Selling Agents” and paid them
$106,954 dollars in commissions. In addition, the Company .also issued an additional 9,809,332 shares of common stock to
shareholders from prior subscriptions in the form of reset shares required by the covenants established in the pervious subscription
agreements. The securities sold in the above private placements have not been registered under the Securities Act of 1933, as
amended, and were offered and sold in reliance upon the exemption from registration set forth in Section 4(2) thereof and Regulation
D, promulgated under the Securities Act. We believe that the investors and the selling agent are ‘‘accredited investors®’, as such term
is defined in Rule 501(a) promulgated under the Securities Act.

Debenture Conversions/Warrant Exercises

On December 22, 2006, we began an offering to the holders of an aggregate principal amount of $2,515,000 of convertible
debentures the ability to convert such securities at a reduced conversion rate. The convertible debentures are scheduled to mature at
various dates between December 2006 and October 2007 and were initially convertible at the conversion rate of $0.40 into (a) an
aggregate of 6,287,500 shares of our common stock and (b) 6,287,500 common stock purchase warrants (the “Conversion Warrants™).
We determined to offer the debenture holders the option to convert the outstanding principal amount of their debentures into shares of
common stock only at a conversion rate of $0.10 provided that the holders agree to the following: (i) convert the outstanding principal
amount of its convertible debentures no later than January 31, 2007, (ii) acknowledge the surrender of the right to receive the
Conversion Warrants and (iii) forfeit the unpaid interest that has accrued on such debentures, which was approximately $337,000, in
the aggregate. To the extent that any holders decline this offer, such holders would continue to hold their convertible debentures and
could elect to either convert such debentures on the original terms thereof or receive repayment of the principal and accrued and
unpaid interest thereon, on the stated maturity date of such debentures.

During fiscal 2007, holders of an aggregate principal amount of $2,070,000 of convertible debentures converted such amount
into shares of common stock as follows. In the first quarter of fiscal 2007, holders of principal of $1,755,000 of convertible debentures
converted such amount into 17,550,000 shares of common stock. During the second quarter of 2007, holders of convertible debentures
converted $40,000 of principal into 400,000 common shares. During the fourth fiscal quarter, holders of $255,000 in principal of
convertible debentures (plus $51,000 in interest) converted such amounts into 4,613,333 shares of common stock. In addition one
investor was repaid in cash for $20,000 in principal and $4,000 in interest. In addition, with respect to the conversion of the debentures
that did not elect to convert such securities in response to the conversion offer, the Company issued an aggregate of 765,000 common
stock purchase watrants upon the conversion of outstanding debentures in 2007. Of these warrants, 225,000 warrants are exercisable
at $0.20 per shares and the remainder are exercisable at $0.50 per share. All warrants expire three years from the date of issuance. The
securities issued in the above transactions were not registered under the Securities Act of 1933, as amended, and were offered and sold
in reliance upon the exemption from registration set forth in Section 3(a)(9) thereof.

During fiscal 2008, holders of convertible debentures and warrants previously issued by the Company converted or exercised
such securities into shares of common stock and warrants as follows. In January 2008, the Company issued 725,000 shares of common
stock upon the conversion of an aggregate amount of $72,500 of outstanding convertible debentures (inclusive of interest). The
company also issued 300,000 shares of common stock in exchange for-a $15,000 dollar note. On January 25, 2008, the Company
issued 900,000 shares of common stock and 112,500 common stock purchase warrants upon the conversion of an aggregate amount of
$45,000 (inclusive of accrued interest of $15,000) of outstanding convertible debentures. The warrants issued upon conversion of
these debentures are exercisable for a period of three years at an exercise price of $0.50 per share. On March 3, 2008, the Company
issued 300,000 shares of common stock upon the conversion of an aggregate amount of $15,000 of outstanding convertible
debentures. On March 20, 2008, the Company issued 1,125,000 shares of common stock and 112,500 common stock purchase
warrants upon the conversion of an aggregate amount of $45,000 (inclusive of accrued interest of $7,500) of notes and interest. The
warrants issued upon conversion of these debentures are exercisable for a period of three years at an exercise price of $0.50 per share.
On April 11, 2008, the Company issued 1,369,375 shares of common stock upon the conversion of an aggregate amount of $54,775
(inclusive of accrued interest of $10,455) of outstanding convertible debentures. In addition, in May 2008, the Company issued
850,000 shares of common stock upon the conversion of an aggregate amount of $34,000 (inclusive of accrued interest of $2,392) of
notes and interest and also issued 1,696,272 shares of common stock upon the exercise of common stock purchase warrants pursuant
to a cashless exercise provisions contained in such warrants. Further, on June 2, 2008, the Company issued 1,155,870 shares of
common stock in exchange for a note and interest in the aggregate amount of $161,822 (inclusive of accrued interest of $51,822), Also
the Company issued 808,414 shares of common stock upon conversion of an aggregate principal amount of $113,178 of debentures. In
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addition, on June 16, 2008, the Company issued 531,551 shares of common stock upon the conversion of an aggregate amount of
$74,417 (inclusive of accrued interest of $18,417) of outstanding convertible debentures and on June 18, 2008, the Company issued
100,000 shares of common stock upon the conversion of an aggregate amount of $10,000 of outstanding convertible debentures. In
August 2008, the Company issued 776,828 shares of common stock upon the conversion of an aggregate amount of $108,756
(inclusive of accrued interest of $18,756) to the holders of outstanding convertible debentures upon the conversion of such securities.
The Company also issued an aggregate of 111,084 shares of common stock upon the exercise of common stock purchase warrants
pursuant to a cashless exercise provisions contained in such warrants in June 2008 and in August 2008 issued an aggregate of 87,692
shares of common stock upon the exercise of common stock purchase warrants pursuant to a cashless exercise provision contained in
such warrants. In November 2009, the Company issued 129,589 shares of common stock upon the exercise of common stock purchase
warrants pursuant to a cashless exercise provision contained in such warrants. These securities have not been registered under the
Securities Act of 1933, as amended, and were issued in reliance upon the exemption for registration set forth in Section 3(a)(9)
thereof.

Other Transactions Impacting our Capital Resources

On April 4, 2007, the Company closed on a secure loan arrangement with Valley Green Bank pursuant to which it will
receive funds in the amount of $350,000. The current balance due on this loan is $162,500. The Company has applied this amount to
satisfy its obligations to Madison Bank under the Forbearance Agreement. Interest will be charged on the unpaid principal of this new
loan arrangement until the full amount of principal has been paid at the rate-of 8.25% per annum. The Company was obligated to
repay this new loan in full immediately on the bank’s demand, but in no event later than March 20, 2008. Since that date the bank has
extended the term of the loan. Interest payments are due on a monthly basis. Pursuant to this arrangement with Valley Green Bank, the
loan is secured by collateral consisting of a perfected first priority pledge of certain marketable securities held by the Company’s
Chairman and entities with which he is affiliated. The Company also agreed to a confession of judgment in favor of the bank in the
event it defaults under the loan agreements. The loan agreements also require the consent of the bank for certain actions, including
incurring additional debt and incurring certain liens. The maturity of this loan had been extended to March 20, 2009. We are currently
negotiating the repayment terms of the outstanding balance due on this loan with the bank. During the current fiscal year, we have
made two principal payments totaling $37,500. On January 10, 2008 the Company issued two million shares of stock to Chairman in
consideration for his personal guarantee of the Valley Green Loan.

On November 23, 2007, the Company entered into a one-year factoring agreement with United Capital Funding of Florida .
(“UCF”). The agreement initially provided for an initial funding limit of $300,000. Subsequently, our limit was increased to $750,000.
As of December 31, 2008, we had $3,199 outstanding under this arrangement. All accounts submitted for purchase must be approved
by UCF. The applicable factoring fee is 0.45% of the face amount of each purchased account and the purchase price is 80% of the face
amount. UCF will retain the balance as a reserve, which it holds until the customer pays the factored invoice to UCF. In the event the
reserve account is less than the required reserve amount, we will be obligated to pay UCF the shortfall. In addition to the factoring fee,
we will also be responsible for certain additional fees upon the occurrence of certain contractually-specified events. As collateral
securing the obligations, we granted UCF a continuing first priority security interest in all accounts and related inventory and
intangibles. Upon the occurrence of certain contractually-specified events, UCF may require us to repurchase a purchased account on
demand. In connection with this arrangement, each of our Chairman and Chief Executive Officer agreed to personally guarantee our
obligations to UCF. The agreement will automatically renew for successive one year terms until terminated. Either party may
terminate the agreement on three month’s prior written notice. We are liable for an early termination fee in the event we fail to provide
them with the required written notice.

In connection with its establishment of an advisory board in March 2008 and execution of a consulting agreement with one
advisor, the Company agreed to issue to such persons a total of 6,000,000 common stock purchase warrants to the advisors. The
warrants are exercisable for a period of five years at a price of $0.05. In addition, the Company also agreed in March 2008 to issue
1,000,000 additional warrants to an individual consultant not serving on the advisory board in consideration of consulting services to
be provided to the Company on the same terms as described above. The issuance of the foregoing warrants was exempt from
registration under the Securities Act of 1933, as amended, under Section 4(2) thereof inasmuch as the securities were issued without
any form of general solicitation or general advertising and the acquirers were either accredited investors or otherwise provided with
access to material information concerning the Company.

~ On January 10, 2008 the Company issued two million shares of stock to Chairman in consideration for his personal guarantee
of the Valley Green Loan. On March 24, 2008, the Company’s Board of Directors approved the grant of an aggregate of 2,075,000
restricted shares of common stock to each of Mr. Michael Salaman, its Chairman and Mr. Donald McDonald, its Chief Executive
Officer, in consideration of their agreement to provide a personal guaranty in connection with the factoring agreement the Company
entered into in November 2007.
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Break Even and Profitability

As discussed in the overview to this analysis, we have developed a newly formulated product line based on our Skinny brand
which we began selling in the first quarter of 2007 in addition to our current retail business for Skinny water. We have developed a
financial plan that shows that if our assumptions for the cost of marketing and distribution are correct, we will be at breakeven in the
second quarter of calendar 2010 if we generate meaningful sales of our products. However, our ‘expectations may not be correct, our
expenses may increase, our business arrangements may not result in the level of sales that we anticipate and we cannot offer any
assurance that we will be able to achieve sufficient sales to realize this target during next year.

Product Research and Development

We intend to expand our line of products, as described in the “Overview” section of this Management’s Discussion and
Analysis, at such time as management believes that market conditions are appropriate. Management will base this determination on
the rate of market acceptance of the products we currently offer. We do not engage in material product research and development
activities. New products are formulated based on our license arrangements with our suppliers and licensors.

Marketing/Advertising

Our primary marketing objective is to cost-effectively promote our brand and to build sales of our products through our
retailer accounts, distributor relationships, and electronic media. We will use a combination of sampling, radio, online advertising,
public relations and promotional/event strategies to accomplish this objective. Management believes that proper in-store
merchandising is a key element to providing maximum exposure to its brand and that retailer’s focus on effective shelf and display
merchandising in order to yield increased revenue per shopping customer.

In 2008, the company focused its marketing efforts in the development of new Skinny Water flavors, new bottle labels, and -
outer shrink wrap packaging to merchandise Skinny Water in 6 packs at the Target Stores and other retail outlets around the country.
The company’s primary marketing and advertising budget was spent executing an aggressive public relations campaign in
coordination with a PR firm the company has retained. The company was able to build its brand and product awareness through
articles and mentions of Skinny Water in various print, radio, TV, and the internet. The Company also attended the National ‘
Association of Convenience Stores (NACS) trade show. In 2008, the Company also focused on in store merchandising and marketing
support materials for all of its distributors, and establishing sampling teams in multiple locations at targeted events.

In connection with our marketing campaign, we have expended $2,083,646 for the year ended December 31, 2008 compared
to $721,442 for the year ended December 31, 2007 to fund various advertising and marketing programs to introduce our products to
numerous distribution channels and retail outlets in the U.S. These programs have included developing marketing strategies and
collateral material, conducting advertising initiatives and investing in initial store placements. We expect to incur significant
marketing and advertising expenditures during 2009 to bring our new line of products to market. We believe that marketing and
advertising are critical to our success. ‘

Purchase or sale of plant or significant equipment

As of the date of this Report, we do not have any plans to purchase plant or significant equipmeht.
Expected changes in the number of employees

As of December 31, 2008 we have 15 employees including, our executive officers.
Off-Balance Sheet Arrangements’

We have not created, and are not party to, any special-purpose or off-balance sheet entities for the purpose of raising capital,
incurring debt or operating parts of our business that are not consolidated into our financial statements and do not have any
arrangements or relationships with entities that are not consolidated into our financial statements that are reasonably likely to

materially affect our liquidity or the availability of our capital resources.

We have entered into various agreements by which we may be obligated to indemnify the other party with respect to certain
matters. Generally, these indemnification provisions are included in contracts arising in the normal course of business under which we
customarily agree to hold the indemnified party harmless against losses arising from a breach of the contract terms. Payments by us
under such indemnification clauses are generally conditioned on the other party making a claim. Such claims are generally subject to
challenge by us and to dispute resolution procedures specified in the particular contract. Further, our obligations under these
arrangements may be limited in terms of time and/or amount and, in some instances, we may have recourse against third parties for
certain payments made by us. It is not possible to predict the maximum potential amount of future payments under these
indemnification agreements due to the conditional nature of our obligations and the unique facts of each particular agreement.
Historically, we have not made any payments under these agreements that have been material individually or in the aggregate. As of
December 31, 2007, we were not aware of any obligations under such indemnification agreements that would require material
payments.
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Recent Accounting Pronouncements

In March 2008, the FASB issued Statement No. 161, “Disclosures about Derivative Instruments and Hedging Activities”.
Statement No. 161 establishes, among other things, the disclosure requirements for derivative instruments and for hedging activities.
This statement requires qualitative disclosures about objectives and strategies for using derivatives, quantitative disclosures about fair
value amounts of and gains and losses on derivative instruments, and disclosures about contingent features related to credit risk in
derivative agreements. Statement No. 161 only affects disclosure requirements, the adoption of Statement No. 161 effective January 1,
2009 has not affected our financial position or results of operations. '

In June 2008, the FASB issued Staff Position No. EITF 03-6-1, “Determining Whether Instruments Granted in Share-Based
Payment Transactions Are Participating Securities” (FSP No. EITF 03-6- 1) FSP No. EITF 03-6-1 addresses whether instruments
granted in share-based payment transactions are participating securities prior to vesting and, therefore, need to be included in the
earnings allocation in computing earnings per share under the two-class method described in Statement No. 128. FSP No. EITF 03-6-1
is effective for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2008; early adoption is not
permitted. The adoption of FSP No. EITF 03-6-1 effective January 1, 2009 is not expected to materially affect our calculation of
earnings per common share.

In November 2008, the FASB ratified its consensus on EITF Issue No. 08-6, “Equity Method Investment Accounting
Considerations” (EITF No. 08-6). EITF No. 08-6 applies to all investments accounted for under the equity method and provides
guidance regarding (i) initial measurement of an equity investment, (ii) recognition of other-than-temporary impairment of an equity
method investment, including any impairment charge taken by the investee, and (iii) accounting for a change in ownership level or
degree of influence on an investee. The consensus is effective for fiscal years beginning on or after December 15, 2008, and interim '
periods within those fiscal years. EITF No. 08-6 is to be applied prospectively and earlier application is not permitted. Due to its
application to future equity method investments, the EITF Issue No. 08-6 is not expected to materially affect our financial position or
results of operations.. .. . .

In September 2006, the Financial Accounting Standards Board issued SFAS No. 157, Fair Value Measurements. This
Statement defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles (GAAP),
and expands disclosures about fair value measurements. This Statement applies under other accounting pronouncements that require
or permit fair value measurements, the Board having previously concluded in those accounting pronouncements that fair value is the
relevant measurement attribute. . : »

Accordmgly, thxs Statement does not require any new fair value measurements. However for some entities, the application of
this Statement will change current practice. This Statement is effective for financial statements issued for fiscal years beginning after
November 15, 2007, and interim periods within those fiscal years. Earlier application is encouraged, provided that the reporting entity
has not yet issued financial statements for that fiscal year, including financial statements for an interim period within that fiscal year.
The adoption of this Statemient is not expected to have a material impact on the Company’s financial statements.

Item 7a. Quantitative and Qualitative Disclosure About Market Risk.

We are a “smaller reporﬁng company” as defined by Regulation S-K and as such, are not required to provide the information
contained in this item pursuant to Regulation S-K.

Item 8. Financial Statements.

Our audited financial statements for the fiscal year ended December 31, 2008 follows Item 15 of this Annual Report on Form
10-K. ' ’ : ‘

Item 9: Changes In and Disagreements with Accountants on Accounting and Financial Disclosure.

“ None
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Item 9A(T). Controls and Procedures
Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this report, we carried out an evaluation, under the supervision and with the
participation of our management, including the chief executive officer and chief financial officer, of the effectiveness of our disclosure
controls and procedures as defined in Exchange¢ Act Rule 13a-15(e). In designing and evaluating the disclosure controls and
procedures, management recognized that any controls and procedures, no matter how well designed and operated, can provide only
reasonable assurance of achieving the desired control objectives, and management is required to apply its judgment in evaluating the
cost-benefit relationship of possible controls and procedures.

Based on that evaluation, our chief executive officer and chief financial officer concluded that our disclosure controls and
procedures were effective as of the end of the year to provide reasonable assurance that information we are required to disclose in
reports that we file or submit under the Securities Exchange Act of 1934, as amended, is accurately recorded, processed, summarized
and reported within the time periods specified in Securities and Exchange Commission rules and forms, and that such information is
accumulated and communicated to our management, including our chief executive officer and chief financial officer, as appropriate, to
allow timely decisions regarding required disclosure.

Management’s Report on Internal Control over Financial Reporting

The Company’s management is responsible for establishing and maintaining adequate internal controls over financial
reporting and disclosure controls and procedures. Internal controls over financial reporting are designed to provide reasonable
assurance that the books and records reﬂect the transactions of the Company and that established policies and procedures are carefully
followed.

Management has conducted an evaluation of the Company’s internal control over financial reporting using the Internal
Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission as a basis to
evaluate effectiveness and determined that internal control over financial reporting was effective as of the end of the fiscal year ended
December 31, 2008.

This annual report does not include an attestation report of the company’s registered public accounting firm regarding
internal control over financial reporting. The Company’s internal control over financial reporting was not subject to attestation by the
company’s registered public accounting firm pursuant to temporary rules of the Securities and Exchange Commission that permit the
company to provide only management’s report in this annual report.

Remediation of Material Weakness

We recently restated our financial statements for the year ended December 31, 2007. The restatements were to correct the
Company’s accounting for its convertible debentures, options and warrants. In its amended Annual Report on Form 10-KSB for the
year ended December 31, 2007, the Company’s management revised its original report on internal control over financial reporting and
concluded that due to the failure to properly account for these securities, there was a material weakness in our internal control over
financial reporting as of December 31, 2007.

As described in greater detail below, as a result of the material weakness in our internal control over financial reporting, the
Company engaged outside consultants to ensure that its reported results are in compliance with accounting principles generally
accepted in the United States. These changes have improved the effectiveness of our internal control over financial reporting.
Management believes we have remediated the aforementioned material weakness by December 31, 2008.

Changes in Internal Control over Financial Reporting

In response to our previously reported weakness in our system of internal control over financial reporting, the Company had
taken the following measures, described herein, to remediate the weakness in its internal controls:

. Engaged a full-time controller with requisite experience to perform month-end reviews and closing processes as well
as provide additional oversight and supervision within the accounting department;

. With the assistance of outside consultants, implemented the necessary training and education to ensure that all
relevant employees involved in accounting for convertible securities as well as stock options and warrants
understand and apply the appropriate accounting treatment in accordance with the requirements of FAS 84 and
123(R) and related accounting guidance;
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. With the assistance of outside consultants, established written policies and procedures along with control matrices to
ensure that account reconciliation and amounts recorded, as well as the review of these areas, are substantiated by
detailed and contemporaneous documentary support and that reconciling items are investigated, resolved and
recorded in a timely manner; and

. Separated the functions of our Chief Executive and Chief Financial Officers by appointing a new Chief Executive
Officer which enabled our former CEO/CFO to serve solely as our Chief Financial Officer, which provides for
improved separation of responsibilities and oversight with respect to our internal accounting function.

Other than as described above, there was no change in our system of internal control over financial reporting (as defined in
Rule 13a-15(f) under the Securities Exchange Act of 1934) during the quarterly period ended December 31, 2008 that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Inherent Limitations on Effectiveness of Controls

We do not expect that disclosure controls or internal controls over financial reporting will prevent all errors or all instances of
fraud. A control system, no matter how well designed and operated, can provide only reasonable, not absolute, assurance that the
control system’s objectives will be met. Further, the design of a control system must reflect the fact that there are resource constraints,
and the benefits of controls must be considered relative to their costs. Because of the inherent limitations in all control systems, no
evaluation of controls can provide absolute assurance that all control issues and instances of fraud, if any, within its company have
been detected. These inherent limitations include the realities that judgments in decision-making can be faulty, and that breakdowns
can occur because of simple error or mistake. Controls can also be circumvented by the individual acts of some persons, by collusion
of two or more people, or by management override of the controls. The design of any system of controls is based in part upon certain
assumptions about the likelihood of future events, and any design may not succeed in achieving its stated goals under all potential
future conditions. Over time, controls may become inadequate because of changes in conditions or deterioration in the degree of
comphance with policies or procedures. Because of the inherent limitation of a cost-effective control system, misstatements due to
error or fraud may occur and not be detected.

Item 9B. Other Information

Our Board of Directors adopted a Code of Ethics, as defined by Rule 406 of Regulation S-K as of March 30, 2009. A copy of
this Code of Ethics has been filed as Exhibit 14.1 to this Annual Report on Form 10-K.

The Company has commenced a private offering of up to $2,100,000 of shares of Series A Convertible Preferred Stock (the
“Preferred Shares”) to accredited investors through April 30, 2009. The shares being offered have not been registered under the
Securities Act of 1933, as amended (the “Act”) or any state securities laws and will be offered in reliance upon the exemption from
registration set forth in Section 4(2) and Regulation D, promulgated under the Act. Such shares may not be offered or sold in the
United States absent registration or an applicable exemption from registration requirements. The Preferred Shares will be convertible
into shares of the Company’s common stock at the initial conversion price of $.06 per share. The Preferred Shares will automatically
convert into shares of the Company’s Common Stock upon the effective date of an amendment to the Company’s Articles of
Incorporation increasing the number of authorized shares of the Company’s Common Stock in.an amount sufficient to permit the-
conversion of all of the outstanding Preferred Shares. In the event that the automatic conversion event does not occur by October 1,
2009, the Company shall thereafter have the option to redeem the outstanding Preferred Shares. The Company intends to use the
proceeds from the offering for working capital and general corporate purposes. There can be no assurance that the Company will
complete the offering on the anticipated terms, or at all. The Company’s ability to complete the offering will depend, among other
things, on market conditions. In addition, the Company’s ability to complete this offering and its business are subject to tisks
described in the Company’s filings with the Securities and Exchange Commission. This disclosure does not constitute an offer to sell
or the solicitation of an offer to buy any the Company’s securities, nor will there be any sale of these securities by the Company in any
state or jurisdiction in which the offer, solicitation or sale would be unlawful The disclosure is being issued pursuant to and in
accordance with Rule 135¢ promulgated under the Act.
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PART II1
Item 10. Directors and Executive Officers and Corporate Governance

The following table summarizes the name, age and title of each of our current directors and executive officers. Directors are
elected annually by our stockholders and hold office until their successors are elected and qualified, or until their earlier resignation or
removal. Our Board of Directors currently consists of four members. There are no arrangements between our directors and any other
person pursuant to which our directors were nominated or elected for their positions. There are no family relationships between any of
our directors or executive officers. Officers are elected by and serve at the discretion of the Board of Directors.

Our directors and officers are currently as follows:

Name Age Position

Ronald Wilson - 59 Chief Executive Officer, President and Director
Donald J. McDonald 56 Chief Financial Officer and Director

Michael Salaman 46 Chairman of the Board

Michael Reis 63 Interim Chief Operating Officer and Director
Business Experience ‘ ‘

Ronald Wilson. Mr. Wilson became our President and Chief Executive Officer in December 2008. Mr. Wilson has worked
in the soft drink industry for over 38 years, spending the majority of his career with the Philadelphia Coca-Cola Bottling Company. He
began his career with Coca-Cola in 1977 as a Financial Analyst with Coca-Cola Bottling Co. of N.Y. During the succeeding years,
Mr. Wilson was promoted within Coke New York to a number of positions, including Vice President/General Manager for Coke New
York’s Northern New England eperation and Vice President/General Manager for the New Jersey division. In 1985, Mr. Wilson was
appointed the President and Chief Operating Officer for The Philadelphia Coca-Cola Bottling Company and held this office until his
retirement in November 2006. He began his career in 1969 at a PepsiCo Inc. owned plant in various capacities in production,
warehousing, and sales. Mr. Wilson serves on numerous charitable and industry boards and currently is the Vice Chair for the Board
of Overseers at Rutgers University, and is as an advisor to Rutgers School of Business. Mr. Wilson has also served as the President of
The Coca-Cola Bottlers’ Association and a board member of The Dr Pepper Bottlers’ Association. Mr. Wilson graduated from
Rutgers University in 1971 with a Bachelor’s degree i in h1story

Donald J. McDonald Donald J. McDonald joined us-as President and Chief Executlve Officer, and a director, in October
2006. Subsequently, he became our Chief Financial Officer in July, 2007. Mr. McDonald was replaced by Mr. Wilson as the
Company’s President and Chief Executive Officer in December2008. Mr. McDonald has over 25 years of experience as a senior
executive and 19 years experience in the cable television, broadcast and video production industries with expertise in financial
management, sales, marketing and corporate governance. Since April 2002, Mr. McDonald has served as the President of Summit
Corporate Group, Inc., providing executive management and corporate advisory services to a number of companies. Prior to that, from
March 1999 to March 2002, Mr. McDonald was the President of Directrix, Inc., a publicly-traded company providing media
production and distribution services. Prior to that, Mr. McDonald was in an executive capacity for a number of companies including
National Media Corp., LSI Communications, Inc. and Splce Direct Entertainment Co. Mr. McDonald graduated with a B S. from
Villanova University in 1974.

Michael Salaman. Michael Salaman has served as our Chairman since January 2002 and was our Chief Executlve Officer
from that date until March 8, 2006. Mr. Salaman has over 20 years experience in the area of new product development and mass
marketing. Mr. Salaman began his business career as Vice President of Business Development for National Media Corp., an
infomercial marketing Company in the United States from 1985-1993. From 1995-2001, Mr. Salaman started an Internet company
called American Interactive Media, Inc., a developer of set-top boxes and ISP services. In 2002, Mr. Salaman became the principal
officer of the Company and directed its operations as a marketing and distribution company and in 2005 focused the Company’s
efforts in the enhanced water business.

Michael Reis. Michael Reis became our interim Chief Operating Officer and a director in October 2006. Since April 2003,
Mr. Reis operates a consulting practice through M.R. Reis Co., pursuant to which he provides business and accounting consulting
services. Prior to that, Mr. Reis was the Chief Financial Officer of Weaver Nut Co., a position he held from June 2001 through April
2003. Prior to that, Mr. Reis began his career as an accountant with Deloitte & Touche and thereafter held executive positions with a
number of companies including serving as the Chief Financial Officer of Public Gas Co., the Chief Financial Officer of Waste
Masters, Inc., the President of Pollution Control Industries and a Senior Vice President of ENSI. Mr. Reis graduated from Bloomfield
College & Seminary in 1973 with a B.A. in Accounting and Mathematics.
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Except as described below, none of our directors, officers, promoters or control persons, if any, during the past five years
was, to the best of our knowledge:

. A general partner or executive officer of a business that had a bankruptcy petition filed by or against it either at the time of
the bankruptcy or within the two years before the bankruptcy;

. - Convicted in a criminal proceeding or been subject to a pending criminal proceeding (excluding traffic violations and other
minor offenses);

. Subject to any order, judgment, or decree, not subsequently reversed, suspended or vacated, of any court of competent
jurisdiction, permanently or temporarily enjoining, barring, suspending or otherwise limiting his or her involvement in any type of
business, securities or banking activities

. Found by a court of competent jurisdiction (in a civil action), the Securities and Exchange Commission or the Commodity
Futures Trading Commission to have violated a federal or state securities or commodities law, and the judgment has not been
reversed, suspended or vacated.

Director Independence; Meetings of Directors; Committees of the Board; Audit Committee Financial Expert

. Our Board of Directors currently consists of four individuals. None of our current directors is independent as defined in the
Marketplace Rules of The NASDAQ Stock Market. During the fiscal year ended December 31, 2008, our board of directors held one
meeting and acted by unanimous written consent on 10 occasions.

Due to the fact that our Board currently consists of four persons, none of whom are independent, we have not formally
constituted any Board committees, including an audit committee. None of our current directors qualifies as an “audit committee
financial expert” as defined in Item 401 under Regulation S-K of the Securities Act of 1933. We are actively seeking to expand our
Board membership to include independent directors, including at least one person that satisfies the definition of “financial expert.”

The board did not adopt any modifications to the procedures by which security holders may recommend nominees to its
board of directors.

Compliance with Section 16(a) of the Securities Exchange Act

Section 16(a) of the Securities Exchange Act of 1933, as amended, requires our directors and executive officers, and persons
who.own more than 10% of our outstanding Common Stock (collectively, “Reporting Persons™) to file with the Securities and
Exchange Commission-initial reports of ownership and reports of changes in ownership of our Common Stock. Reporting Persons are
also required by SEC regulations to furnish us with copies of all such ownership reports they file. Based solely on our review of the
copies of such reports received or written communications from certain Reporting Persons, we believe that, during the 2008 fiscal
year, all Reporting Persons complied with all Section 16(a) filing requirements.

Code of Ethics

Our Board of Directors adopted a Code of Ethics, as defined by Rule 406 of Regulation S-K on March 30, 2009. A copy of
this Code of Ethics has been filed as Exhibit 14.1 to this Annual Report on Form 10-K.

Board of Adv1s0rs

On March 20, 2008, the Company established an advisory board to provide advice on matters relating to the Company’s
products. The Company will seek to appoint up to five individuals to its advisory board. On March 20, 2008, the Company appointed
the following individuals to its advisory board: Pat Croce, Ron Wilson and Michael Zuckerman. We subsequently appointed Mr. -
Wilson as our Chief Executive Officer and elected him to serve on our Board of Directors. -

The Company also entered into a consultmg agreement with Mr. Croce, pursuant to which the Company agreed to issue
warrants to purchase 3,000,000 shares of common stock at $.05 per share consideration of his agreement to serve on the Company’s
Advisory Board and for providing the marketing services for the Company’s products In addition to serving on the Advisory Board,
Croce agreed to endorse and advertise, through an affiliate, the Company’s products. In additional consideration for his agreement to '
provide the endorsement and marketing services, the Company agreed to pay a royalty with respect to the sale of its products that he
endorses for the duration of his endorsement services. The Company issued each of the other initial members of its advisory board
warrants to purchase 1, 500,000 shares of Common Stock, exercisable for a period of five years at a price of $0.05.
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Item 11. Executive Compensation
Summary of Cash and Certain Other Compensation

The following table sets forth all annualized compensation paid to our named executive officers at the end of the fiscal years
ended December 31, 2008 and 2007. Individuals we refer to as our “named executive officers” include our Chief Executive Officer
and our most highly compensated executive officers whose salary and bonus for services rendered in all capacities exceeded $100,000
during the fiscal year ended December 31, 2008.

Summary Compensation Table

Stock Option All Other
Name and Principal Salary Bonus Awards Awards Compensation
Position " Year (&) (&) (3]6)) (03E)) % “ Total ($)
(@ (b) (©) (d (e) ® @ )

Ronald Wilson (1})............... 2008 § 12,500 $ 0 $ 180,000 $ 143,5002) $ 1,700 337,700
Donald J. McDonald............ 2008 $ 115777 § 0 $ 37,350 $§ 837,000 $ 1,400 991,527
Chief Financial Officer (3).. 2007 $ 98333 % 0§ 0 § 136,931 $ 0 235,264
Michael Salaman, ,
Chairman........c.ccceeeererreenenne 2008 $ 126962 § 0 $ 137,350 § 837,000 $ 1,400 1,102,712

2007 $ 100,000 $ 0 3 0 § 202,500 $ 0 302,500

(1) Mr. Wilson became our Chief Executive Officer and President on December 1, 2008. Upon joining the Company, Mr. Wilson was
awarded 2,000,000 shares of restricted common stock, warrants to purchase 2,000,000 shares of common stock and, subject to the
approval of the Company’s stockholders of a new equity compensation plan, options to purchase 2,000,000 shares of common stock.
(2) Expense relating to the grant of 2,000,000 warrants has been included in this column and calculated in accordance with SFAS
123R. Excludes an aggregate of 2,500,000 warrants issued to Mr. Wilson in fiscal 2008 prior to his becoming an officer of the
Company in consideration for services rendered.

(3) Mr. McDonald became our Chief Executive Officer and President on October 6, 2006 and assumed the position of Chief Financial
Officer as of June 30, 2007 Mr. McDonald was replaced as our Chief Executive Officer and President by Mr. Wilson on December 1,
2008.

(4) This column represents the dollar amount recognized for financial statement reporting purposes for fiscal 2008 and 2007, as
applicable, in accordance with SFAS 123R. Pursuant to SEC rules, the amounts shown exclude the impact of estimated forfeitures
related to service-based vesting conditions. See notes to our audited consolidated financial statements in our Annual Report on Form
10-K for the year ended December 31, 2008 for details as to the assumptions used to determine the fair value of the awards.

Director Compensation

We do not pay any fees or other compensation to our directors for service as a director or attendance at board meetings. We
have not adopted any retirement, pension, profit sharing, or other similar programs.

Employment Agreements

On December 1, 2008, we entered into an employment relationship with Mr. Ronald D. Wilson, who will serve as the
President and Chief Executive Officer of the Company effective immediately. Pursuant to an offer letter Mr. Wilson entered into with
the Company, the Company will pay and provide the following compensation to Mr. Wilson: (a) base salary of $150,000 per annum;
(b) grant of 2,000,000 shares of restricted common stock; (c¢) grant of warrants to purchase 2,000,000 shares of common stock which
shall be immediately exercisable on the date of grant for a period of five years at an exercise price equal to the closing price of the
Company’s common stock on the date of grant; (d) subject to the approval of the Company’s stockhotders of a new equity
compensation plan, options to purchase 2,000,000 shares of common stock, exercisable for a period of five years and which options
will vest in full on the first anniversary of the grant date and have an exercise price equal to the fair market value of the Company’s
common stock, as determined in accordance with the new equity compensation plan, on the date that such plan is approved by the
Company’s stockholders; (¢) a car allowance of $700 per month; (f) reimbursement of health benefits or cash equivalent in an amount
not to exceed $1,000 per month; and (g) $2,000 per month for a rental lease for housing for 1 year period.
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We have not entered into written employment agreements with any of our other executive officers. During the first 10 months
for 2007 Messrs. Salaman and McDonald were compensated at a rate of $7,500 per month. On November 28, 2007, the Board of
Directors of the Company approved increases in the monthly compensation rates, effective as of November 2007, payable to them.
Mr. Salaman will receive compensation of $12,500 per month and a $700 dollar monthly automobile allowance and Mr. McDonald
will receive compensation of $11,667 dollars per month and a $700 monthly automobile allowance.

Outstanding Equity Awards at Fiscal Year-End

‘The following table sets forth certain information concerning outstanding equity awards held by our named executive officers
as of the year ended December 31, 2008.

Option Awards Stock Awards(1)
Equity
Incentive
Equity - Plan
Incentive Awards:
Equity Number Market Plan’ Market or
Incentive of Value of Awards: Payout
Plan Shares Shares Number of Value
Number Number Awards: or or Unearned of Unearned
of of Number of Units of Units of Shares, Shares,
Securities Securities Securities Stock Stock Units Units
Underlying Underlying Underlying That That or Other or Other
Unexercised Unexercised Unexercised Option Have Have Rights That Rights That
Options Options Unearned Exercise Option Not Not Have Not Have Not
@ - Options Price Expiration Vested Vested Vested Vested
Name Exercisabl Unexercisabl #) [6)) Date # ($) # %
(a) () © (G)] (@ . ® (& (h) (6] 0]
Ronald Wilson(2)........... o o o o o - . _ o
Donald J.
McDonald.....c.cuviiiinsanen 750,000 2,250,000 _ 33 7/30/13
855,625 1,644,375 _ 17 10/6/11 o . - .
625,000 1,875,000 o .08 11/28/12 _ _ __ .
Michael Salaman............ 750,000 2,250,000 _ 33 7/30/13
600,000 2,400,000 o .25 1/12/12 _ _ _ .

750,000 2,250,000 _ 08 11/28/12

¢y Excludes (a) 2,075,000 shares of restricted stock granted to each of Mr. McDonald and Mr. Salaman on March 24,
2008; (b) 2,000,000 shares of restricted stock granted to Mr. Salaman on November 28, 2007; and (c) 2,000,000
shares of restricted stock granted to Mr. Wilson on December 1, 2008, as each of the foregoing awards were
immediately vested. ,

2) Excludes the grant of 2,000,000 common stock purchase warrants granted to Mr. Wilson on December 1, 2008.
Stock Option Plan ‘

Our Board of Directors initially adopted our Employee Stock Option Plan (the “Plan™) on November 16, 1998 and it was
approved by our stockholders on December 21, 2001. The Plan terminated ten years from the date of its adoption by the Board. Our
Board of Directors, on October 6, 2006, had unanimously approved and recommended for shareholder approval the amendment of the
Plan to increase the number of shares authorized for issuance there under from 1,000,000 shares to 20,000,000 shares. The requisite
vote of our shareholders was obtained on November 15, 2006. Under our stock option plan, we may grant incentive (“ISOs”) and non-
statutory (“Non-ISOs”) options to employees, non employee members of the Board of Directors and consultants and other
independent advisors who provide services to us. The maximum shares of common stock which may be issued over the term of the
plan shall not exceed 20,000,000 shares. As of December 31, 2008, 19,425,000 options were issued and outstanding.’

Administration : The Plan is administered by a committee delegated by the Board of Directors, or by the Board of Directors
itself (the “Comumittee”). Subject to the provisions of the Plan, the Committee has discretion to determine the employee, consultant or
director to receive an award, the form of award and any acceleration or extension of an award. Further, the Committee has complete
authority to interpret the Plan, to prescribe, amend and rescind rules and regulations relating to it, to determine the terms and

provisions of the respective award agreements (which need not be identical), and to make all other determinations necessary or
advisable for the administration of the Plan.

Eligibility : Awards may be granted to any of our employees or consultants or to non-employee members of the Board of
Directors or of any board of directors (or similar governing authority) of any of our affiliates.
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Types of Awards : Awards under the Plan include incentive stock options and non-statutory stock options. Each award will be
evidenced by an instrument in such form as the Committee may prescribe, setting forth applicable terms such as the exercise price and
term of any option or applicable forfeiture conditions or performance requirements for any restricted stock grant. Except as noted
below, all relevant terms of any award will be set by the Committee in its discretion. Incentive stock options may be granted only to
eligible employees of the Company or any parent or subsidiary corporation and must have an exercise price of not less than one
hundred percent (100%) of the fair market value of the Common Stock on the date of grant (one hundred ten percent (110%) for
incentive stock options granted to any ten-percent (10%) shareholder). In addition, the term of an incentive stock option may not
exceed ten (10) years. Non-statutory stock options must have an exercise price of not less than one hundred percent (100%) of the fair
market value of the Common Stock on the date of grant and the term of any Non-statutory Stock Option may not exceed ten
(10) years. In the case of an incentive stock option, the amount of the aggregate fair market value of Common Stock (determined at
the time of grant) with respect to which incentive stock options are exercisable for the first time by an employee during any calendar
year (under all such plans of his or her employer corporation and its parent and subsidiary corporations) may not exceed $100,000.

FEffect of Significant Corporate Events: In the event of a change in control, the Board shall have the discretion to provide for
any or all of the following: (i) the acceleration, in whole or in part, of outstanding Stock Options, (ii) the assumption of outstanding
Stock Options, or substitution thereof, by the acquiring entity and (iii) the termination of all Stock Options that remaining outstanding
at the time of the change of control. In the event of any change in the outstanding shares of Common Stock through merger,
consolidation, sale of all or substantially all our property, or organization, an appropriate and proportionate adjustment will be made in
(i) the maximum numbers and kinds of shares subject to the Plan, (ii) the numbers and kinds of shares or other securities subject to the
then outstanding awards, and (iii) the exercise price for each share subject to then outstanding Stock Options. Should any change be
made to the common stock by reason of any stock split, stock dividend, recapitalization, combination of shares, exchange of shares or
other change affecting the outstanding common stock as-a class, appropriate adjustments shall be made to (i) the maximum number
and/or class of securities that can be issued under the Plan, and (ii) the number and/or class of securities and the exercise price in
effect under each outstanding option.

Amendments to the Plan : The Board of Directors may amend or modify the Plan at any time subject to the rights of holders
of outstanding awards on the date of amendment or modification; provided, however, that the Board may not, without the consent of
the participant, reduce the number of shares subject to the award, change the price of outstanding awards or adversely effect the
provisions relating to an award’s vesting and exercise rights.

Item 12. Security Ownership of Certain Beneficial Owners and Management.

The following table sets forth the beneficial ownership of our Common Stock as of December 31, 2008, by (i) each director
and each executive officer, (ii) and all directors and executive officers as a.group, and (iii) persons (including any “group” as that term
is used in Section 13(d)(3) of the Securities Exchange Act of 1934), known by us to be the beneficial owner of more than five percent
of its common stock. Shares of Common Stock subject to options exercisable within 60 days from the date of this table are deemed to
be outstanding and beneficially owned for purposes of computing the percentage ownership of such person but are not treated as
outstanding for purposes of computing the percentage ownership of others. As of December 31, 2008, there were 195,503,317 shares
issued and outstanding.

Shares of Common Stock

Beneficially Owned

Name and Address of Owner Number Percent (%)
Officers and Directors
Ronald Wilson (1)

c/o Skinny Nutritional Corp. v S

3 Bala Plaza East, Suite 117, Bala Cynwyd, PA 19004 ........ccccooi i 7,000,000 3.5%
Michael Salaman (2)

¢/o Skinny Nutritional Corp. :

3 Bala Plaza East, Suite 117, Bala Cynwyd, PA 19004 ........coveiriiiisiieiieeee e - 10,987,657 5.6%
Donald McDonald (3) |

c¢/o Skinny Nutritional Corporation

3 Bala Plaza East Suite # 117 Bala Cynwyd PA 19004 ........ccceiivvinniicineeieceneainee 4,825,000 ' 24%
Michael Reis (4)

c/o Skinny Nutritional Corp.

3 Bala Plaza East, Suite 117, Bala Cynwyd, PA 19004 ........ccoceovnveenernreeeencnienes SR 762,500 *
All Directors and Officers as a Group (4 PErsons)......c.coceevvvererrnireriinienenssrssesseescsieseseneseene 23,575,157 11.7%



* Denotes ownership percentage of less than 1%.

) Includes warrants to purchase 2,500,000 shares of common stock that are vested. Excludes warrants to purchase 2,000,000
shares of common stock that are subject to a non-exercise agreement pursuant to which Mr, Wilson agreed not to exercise
such warrants until such time as the Company’s stockholders approve an amendment to its Certificate of Incorporation to
increase the number of authorized shares of Common Stock. The warrant that is subject to the lock-up agreement would be
exercisable upon the approval of the amendment to the Company’s Certificate of Incorporation.

2 Consists of 10,987,657 shares of common stock. Excludes a total of 9,000,000 options to purchase common stock that are
subject to a non-exercise agreement pursuant to which Mr. Salaman agreed not to exercise such options until such time as the
Company’s stockholders approve an amendment to its Certificate of Incorporation to increase the number of authorized
shares of Common Stock. Of this amount, 4,050,000 options had vested prior to this agreement and would be exercisable
upon the approval of the amendment to the Company’s Certificate of Incorporation.

3) Includes vested options to purchase 2,750,000 shares of Common Stock and excludes 5,250,000 unvested options. Also
includes 2,075,000 shares of restricted common stock granted on March 24, 2008. Of the unvested options, options to
purchase 3,000,000 shares of common stock are subject to a non-exercise agreement pursuant to which Mr. McDonald agreed
not to exercise such options until such time as the Company’s stockholders approve an amendment to its Certificate of
Incorporation to increase the number of authorized shares of Common Stock. Of this amount, 750,000 options had vested
prior to this agreement and would be exercisable upon the approval of the amendment to the Company’s Certificate of
Incorporation.

©)) Includes vested options to purchase 462,500 shares of common stock. Excludes unvested options to purchase 487,500 shares
of common stock.

Item 13: Certain Relationships and Related Transactions and Director Independence.

For information concerning employment arrangements with, and compensation of, our executive officers and directors, see
the disclosure in the section of this Annual Report on Form 10-K captioned “Executive Compensation.”

We had obtained a $500,000 letter of credit with Wachovia Bank to secure our purchase orders with Agrokor, a former
supplier. This letter of credit was secured by personal assets of our Chairman and bore interest at a rate of 7.5% per annum. We
borrowed $314,000 against this letter of credit in placing our initial order with Agrokor for 1,200,000 bottles of product. The letter of
credit was originally supported by a $500,000 demand note (line of credit) issued to Wachovia through Madison Bank. On June 1,
2005, our obligations were transferred to Madison Bank. The interest on the demand note is one percent above the prime rate and the
outstanding balance is due on the bank’s demand. On January 4, 2007, we entered into a Forbearance Agreement with Madison Bank
concerning the repayment of this obligation. Pursuant to the Forbearance Agreement, we and the Bank agreed to the following
repayment schedule for the outstanding balance due: (a) an initial amount of $17,000 was paid upon execution of the Agreement; (b)
monthly installments of $5,000 will be payable by the first day of each month through May 2007; and (c) a final payment of the
remaining outstanding balance -due will be due on or before May 31, 2007. On April 4, 2007, the Company closed on a secure loan
arrangement with Valley Green Bank pursuant to which it will receive funds in the amount of $350,000. The Company has applied
this amount to satisfy its obligations to Madison Bank. Interest will be charged on the unpaid principal of this new loan arrangement
until the full amount of principal has been paid at the rate of 8.25% per annum. Pursuant to this arrangement with Valtey Green Bank,
the loan is secured by collateral consisting of a perfected first priority pledge of certain marketable securities held by the Company’s
Chairman and entities with which he is affiliated. The Company also agreed to a confession of judgment in favor of the bank in the
event it defaults under the loan agreements. The loan agreements also require the consent of the bank for certain actions, including
incurring additiona} debt and incurring certain liens. The Company was obligated to repay this new loan in full immediately on the
bank’s demand, but in no event later than March 20, 2008 and was extended to March 20, 2009. The current balance on the loan is
$162,500. We are currently negotiating the repayment terms of the outstanding balance due on this loan with the bank. No assurances,
however; can be given that the bank will continue to extend the term of this loan for any specific duration, if at all. Our Board
authorized an issuance of 2,000,000 restricted shares of common stock to Michael Salaman in consideration for his agreement to
personally guarantee the Company’s loan facility from Valley Green Bank.

On November 23,2007, the Company entered into a one-year factoring agreement with United Capital Funding of Florida
(“UCF”). The agreement provides for an initial funding limit of $300,000. Subsequently, our borrowing limit was increased to -
$750,000. As of December 31, 2008, an amount of $3,199 was outstanding under this arrangement. All accounts submitted for
purchase must be approved by UCF. The applicable factoring fee is 0.45% of the face amount of each purchased account and the
purchase price is 80% of the f ace amount. UCF will retain the balance as a reserve, which it holds until the customer pays the factored
invoice to UCF. In the event the reserve account is less than the required reserve amount, we will be obligated to pay UCF the
shortfall. In addition to the factoring fee, we will also be responsible for certain additional fees upon the occurrence of certain
contractually-specified events. As collateral securing the obligations, we granted UCF a continuing first priority, security interest in all
accounts and related inventory and 1ntang1b1es Upon the occurrence of certain contractually-specxﬁed events, UCF may require us to
repurchase a purchased account on demand. In connection with this arrangement, each of our Chairman and Chief Executive Officer
agreed to personally guarantee our obligations to UCF. The agreement will automatically renew for successive one year terms until
terminated. Either party may terminate the agreement on three month’s prior written notice. We are liable for an early termination fee
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in the event we fail to provide them with the required written notice. On March 24, 2008, the Company’s Board of Directors approved
the grant of an aggregate of 2,075,000 restricted shares of common stock to each of Mr. Michael Salaman, its Chairman and Mr.
Donald McDonald, its Chief Executive Officer, in consideration of their agreement to provide a personal guaranty in connection w1th
this arrangement.

In connection with the Company’s private placement of $1,875,000 shares of its common stock, the Company’s Chief
Executive Officer, Chief Financial Officer and Chairman agreed not to exercise a total of 12,000,000 options and 2,000,000 warrants
beneficially owned by them until such time as the Company’s stockholders adopt an amendment to its Articles of Incorporation to
increase the number of the Company’s authorized shares of common stock.

As of December 31, 2008, we did not have any independent directors.
Item 14. Principal Accountant Fees and Services. -

We have selected Connolly, Grady & Cha, PC, as our independent accountants for the current fiscal year. The audit services
to be provided by Connolly, Grady & Cha consist of examination of financial statements, services relative to filings with the Securities
and Exchange Commission, and consultation in regard to various accounting matters. The financial statements included with this
Annual Report have been audited by Connolly, Grady & Cha. The following table presents fees for professional audit services
rendered by Connolly, Grady & Cha for each of the two fiscal years set forth below, and fees billed for other services performed for
the years ended December 31, 2008 and 2007.

Year Ended Year Ended
December 31, December 31,
. 2008 2007
AUGIE FEES (1) .ovveviriteireieeiiie et e e e e et sa s st s ettt e b et sb s st et ebebe e sesenesarantes $ 35,000 $ 25,000
Audit-Related Fees (2)..vovirmneionvneneeneneeee e et sa ettt are e sl ere s RN 0 0
TaX FEES (3) i ovieerereirrererrreirreneeninie e sesbaeendeere e eeones ettt te et et te et e tetenesarenarens 7,500 10,000
AL OthEr FEES (4) vvveveiiee sttt as st e s 0 _ 0
TOtal ..o RSOOSR $ 42,500 3 35,000
n Audit services consist of audit work performed in the preparation of financial statements for the fiscal year and for the review

of financial statements included in Quarterly Reports on Form 10-Q during the fiscal year, as well as work that generally only
the independent auditor can reasonably be expected to provide, including consents for registration statement flings and
responding to SEC comment letters on annual and quarterly filings.

(2) Audit-related services consist of assurance and related services that are traditionally performed by the independent auditor,
" including due diligence related to mergers and acqu1s1t1ons agreed upon procedures report and accountlng and regulatory
consultations.
3) Tax services consist of all services performed by the independent auditor’s tax personnel, except those services specifically

related to the audit of the financial statements, and includes fees in the areas of tax compliance, tax planning, and tax advice.
@ Other services consist of those service not captured in the other categories.

We have determined that the services provided by our independent auditors and the fees paid to them for such services has
not compromised the independence of our independent auditors. '

As our Board of Directors currently consists solely of four individuals, none of whom is independent, the engagement of our
independent accountants and auditors is approved by our Board of Directors acting as the audit committee. Accordingly, our entire
Board, he has responsibility for appointing, setting compensation and overseeing the work of the independent auditor.

Pursuant to Section 10A(i)(2) of the Securities Exchange Act of 1934, we are responsible for listing the non-audit services
approved by our Board (acting as the Audit Committee) to be performed by our independent registered public accounting firm. During
the fourth quarter of fiscal 2008, we did not pre-approve the performance of any non-audit services by our independent reglstered
public accounting firm.

Item 15. Exhibits and Financial Statement Schedules.

The exhibits designated with an asterisk (*) are filed herewith. Certain portions of exhibits marked with the symbol (#) have
been granted confidential treatment by the Securities and Exchange Commission or are subject to our pending request for confidential
treatment by the Securities and Exchange Commission. Such portions have been omitted and filed separately with the Commission.
All other exhibits have been previously filed with the Commission and, pursuant to 17 C.F.R. Sec.230.411, are incorporated by
reference to the document referenced in brackets following the descriptions of such exhibits.
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Exhibit No.

3.1

3.1.1

32

4.1

4.2

4.3

44

4.5

4.6

4.7

4.8

49

4.10

4.11

4.12%
4.13%
4.14%
4.15(1)*

10.1

10.2#

10.3#

Description

Certificate of Incorporation, as amended (filed as Exhibit 3.1 to Registration Statement on Form SB-2 filed with
the Commission on September 18, 2002)

Certificate of Amendment to Articles of Incorporation (filed as Exhibit 3.1 to Current Report on Form 8-K filed
on December 28, 2006).

Amended By—laws (filed as Exhibit 3.2 to Current Report on Form 8-K filed on November 13, 2006).

Specimen of Common Stock Certificate (ﬁled as Exhibit 4.1 to Reg1strat10n Statement on Form SB-2 filed with
the Commission on September 18, 2002).

Form of Warrants Issued March 30, 2004 (filed as Exhibit 4.2 to Registration Statement on Form 10-SB filed with
the Commission on May 13, 2005).

Form of Convertible Debentures issued during 2005 fiscal year (filed as Exhibit 4.3 to Registration Statement on

Form 10-SB filed with the Commission on October 19, 2005).

Form of Warrant granted upon conversion of Convertible Debentures (filed as Exhibit 4.4 to Registration
Statement on Form 10-SB filed with the Commission on October 19, 2005).

Form of Warrant issued in Private Sales of Securities (filed as Exhibit 4.5 to Registration Statement on Form 10-
SB/A filed with the Commission on February 8, 2006).

Form of Convertible Note issued to our Chairman and certain other individuals as of March 20, 2006 (filed as
Exhibit 4.6 to Registration Statement on Form 10-SB/A filed with the Commission on March 23,2006).

Form of Convertible Note issued June 5, 2006 (ﬁled as Exh1b1t 4.1 to Current Report on Form 8-K dated June 9,
2006.

Note Modification Agreement between the Company and James Robb (filed as Exhibit 4.1 to Quarterly Report on
Form 10-QSB for the quarter ended September 30, 2006).

Form of Convertible Note issued in October 2006 (filed as Exhibit 4.9 to Annual Report on Form 10-KSB for the
year ended December 31, 2006.

Form of Warrant issued in February 2007 pursuant to Distribution Agreement (filed as Exhibit 4.10 to Annual
Report on Form 10-KSB for the year ended December 31, 2006.

Secured Note payable to Valley Green Bank (filed as Exhlblt 4.11 to Quarterly Report on Form 10-QSB for the
quarter ended March 31, 2007). '

Form of Agent Warrant issued in connection with 2008 private placements.
Form of Warrant issued to Members of Advisory Board.

Forro of Warrant issued to Ronald Wilson in April 2v008

Form of Warrant issued to Ronald Wilson in. December 2008

Agreement and Plan of Reorganization with Inland Pacific Resources, Inc. (filed as Exhibit 10.2 to Registration
Statement on Form SB-2/A filed with the Commission on January 29, 2003).

Agreement with Jamnica, d.d., as amended, dated July 21, 2004 (filed as Exhibit 10.2 to Registration Statement on
Form 10-SB/A filed with the Commission on February 8, 2006).

Agreement with Peace Mountain Natural Beverages Corporation, dated August 1, 2004 (filed as Exhibit 10.3 to
Registration Statement on Form 10-SB/A filed with the Commission on February 8, 2006).
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10.44
10.5#
10.6 (1)
10.7
10.8
10.94

10.10
10.11

10.14#

10.154
10.16%
10.17(1)*
10.18*
14.1

21

31.1%*
31.2%
32.1%*

322%

Agreement with Interhealth Nutraceuticals, Inc., dated June 9, 2004 (filed as Exhibit 10.4 to Registratioh
Statement on Form 10-SB/A filed with the Commission on February 8, 2006).

Agreement with Big Geyser, Inc., dated December 14, 2004 (filed as Exhibit 10.5 to Registration Statement on
Form 10-SB/A filed with the Commission on February 8, 2006).

Amended Stock Option Plan and Form of Option Award (filed as Exhibit B to definitive Information Statement
dated December 5, 2006).

Demand Note held by Madison Bank (filed as Exhibit 10.7 to Registration Statement on Form 10-SB/A filed with
the Commission on December 16, 2005).

Separation Agreement between the Company and Christopher Durkin (filed as Exhibit 10.1 to Current Report on
Form 8-K filed October 11, 2006).

Amendment Agreement between the Company and Peace Mountain Natural Beverages Corp. (filed as an
Exhibit to Annual Report on Form 10-KSB for the year ended December 31, 2006).

Termination Agreement between the Registrant, Jamnica, d.d. and Jana North America, Inc. (filed as an
Exhibit to Annual Report on Form 10-KSB for the year ended December 31, 2006).

Forbearance Agreement between the Company and Madison Bank (filed as Exhibit 10 1 to Current Report on
Form 8-K filed on January 10, 2007). .

Distribution Agreement with Geltech LLC dated February 27, 2007. (filed as an EXhlblt to Annual Report on
Form 10-KSB for the year ended December 31, 2006).

Letter Agreement with Pasqual Croce

Form of subscription agreement entered into in connection with private placerﬁents of commonkstock in 2008.
Employment Letter with Ronald Wilson dat_ed as of December 1, 2008.

Sublease with Hallinan Capltal Corp for Three Bala Plaza, Suite 101.

Code of Ethlcs

Subs1d1ar1es of Small Business Issuer (filed as Exhibit 21 to Annual Report on Form 10 KSB for the year ended
December 31, 2006).

- Certification of Chief Executive Officer pursuant to Exchange Act Rules 13a-14(a) and 15(d) -14(a), adopted

pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuant to Exchange Act Rules 13a-14(a) and 15(d) 14(a) adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002. ‘

(1) Indicates a management plan or contract.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Skinny Nutritional Corp and Subsidiary

3 Bala Plaza — Suite 101

Bala Cynwyd, PA 19004

We have audited the accompanying consolidated balance sheets of Skinny Nutritional Corp (a Nevada Corporation) and Subsidiary as
of December 31, 2008 and 2007 and the related consolidated statements of operations, stockholders” equity (deficit) and cash flows
for each of the years in the three year period ended December 31, 2008. These consolidated financial statements are the responsibility
of the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. The company is not required to have, nor were we engaged to perform, an audit of its internal control over
financial reporting. Our audit included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the consolidated financial statements, assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Skinny Nutritional Corp and Subsidiary as of December 31, 2008 and 2007 and the results of their operations and their cash flows for
each of the years in the three year period ended December 31, 2008 in conformity with accounting principles generally accepted in the
United States of America.

The accompanying financial statements have been prepared assuming the Company will continue as a going concern. As discussed in
Note 2 to the financial statements, the Company has incurred losses since inception and has not yet been successful in establishing
profitable operations. Further, the Company has current liabilities in excess of current assets. These factors raise substantial doubt
about the ability of the Company to continue as a going concern. Management’s plans in regards to these matters are also described in
Note 2. The financial statements do not include any adjustments that might result from the outcome of these uncertainties.

‘/s/ Connolly, Grady & Cha, P.C,
Certified Public Accountants
Philadelphia, Pennsylvania
April 6, 2009
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Skinny Nutritional Corp and Subsidiary
Consolidated Balance Sheet

ASSETS

CURRENT ASSETS
Cash and cash €qUIVALENLS ......cc..oveiiveriieeeciees et se o eeteee e
Cash — eSCIOW, TESIFICTEA ....vovveeeiieci ettt e e e e e e s seseeeeeseerereses s esoae
ACCOUNTS TECEIVADIE .....c.eoveuiriiiiiiiectict ittt ettt ettt ee ot net e s et et resesesenseeasesearanas

Inventory .........

Prepaid expenses ........... et eeE et bt e ba e e bt £ et e st et e s et e tseteenteneebesrebeensernenenes

Total current assets .........coeeveeeenenn.. et e e e oo

OTHER ASSETS

Deposits ...........

TOA]l OTNET ASSELS ...uveeiriiteceieceeeee ettt ettt e et ee e eeeee e eesersate s s eseseeess e s se st eesems s s e eseeens

TOTAL ASSETS

See accompanying notes and accountant’s report.
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December 31,

2008 2007
§ 236,009 . $ 14,247
‘ 3,697
489,944 401,487
231,405 86,575
64,920 3,180
1,022,278 509,186
45,346
45,346
§ 1,067,624 $ 509,186




Skinny Nutritional Corp and Subsidiary
Consolidated Balance Sheet

LIABILITIES AND STOCKHOLDERS’ DEFICIT

December 31,

; 2008 2007
CURRENT LIABILITIES

Current maturities 0f 1ong term debt ©....ocovererieeir e $ $ 220936
Revolving line of Credit ........cviiiiiiiii et 3,199 317,561
LANE OF CTEAIL .vveiiviveeciiiiecciee e s e eee e teesssr e e s ssne s e s e satesameesamteesstesrasesesessass s abs s e sraernessrnnaassss 200,000 340,000
ACCOUNES PAYADIE «..ceieniiiieiteee et e s s bbb bbb st 873,315 642,297
ACCTUEA EXPEIISES ..vvveeniriereierresierereerties it sttt ettt s bt e st seea bt eeebe b et e b st st e e ma b essresnas s enis 102,796 57,500
Accrued interest PAYADIE .......coccceveveininie i s 85,271
Current portion 0f CONVEItible NOES .......c.ceiviiiiriiiniiiiiieiiee s 44,000 310,000
Settlements PAYADIE ........coviireireericriret e bbb s 75,000 104,350
Advances on purchase of commOn SLOCK ......ccoeveiiviniiiinictiie e e 375,600

Total CUITENt HADIIIEIES ..eovevveeriiviiriieer et eetestet et estestes e stessasssabessasseestsnseneeesessneamesnseressens - 1,673,910 2,077,915

STOCKHOIDERS’ DEFICIT

Preferred stock, $.001 par value, 1,000,000 shares authorized, none issued and outstanding.....
Common stock, $.001 par value, 250,000,000 shares authorized, 195,503,317 shares issued

and outstanding at December 31, 2008 and 93,822,225 issued and outstanding at December .

31,2007 cooveeeeeivrevie ettt et ette s eete teeteateear et eaat et e et et et s aataetrebeearsaasseensanreerreeentares 195,503 93,822
Stock subSCriptions reCEiVADIE ......c.c.cveeieriiioerrcciiicic s (473,500)
Additional paid-in CapItal .......c.coeeiiiiriicir s 21,901,368 14,334,983
Accumulated deficit ............... et eresittetr e riireetaat s et st e e b e e tea b aseR b ey e e b e e beabaeesae et e e s aer e e raeenaerens (22,229,657) (15,997,534)

. Total stockholders” defiCit ..........ceereeiniiiimiiii e e (606,286) (1,568,729)
TOTAL LIABILITIES AND STOCKHOLDERS’ DEFICIT ....ccovviiiiieeiereereeerieceeseeseeeee $ 1,067,624 $ 509,186

See accompanying notes and accountant’s report.
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Skinny Nutritional Corp and Subsidiary
Consolidated Statements of Operations

For the Years Ended December 31,

2008 2007 2006
REVEIUE — NEL oottt ettt et te e e e e e e st e saae e e eeaeeeesrenneen: $ 2,179,055 $ 752,825 $ 628,380
CoSt OF 00AS SOI vttt ettt et 1,873,477 - 532,812 576,882
GLOSS PIOTIL -oeeeieiiecie et ettt e e me e s e s esas st enten, 305,578 220,013 51,498
Expenses
Marketing and advertiSing ...........c.ooevveieviriciie i 2,083,646 721,442 394,949
General and admMINISTALIVE ........ocveeeveiiviciereni et senea, 3,421,468 1,715,218 1,894,768
TOtAl EXPEIISES ...cveeirrrireriiiie sttt et sttt e esar et et se e, 5,505,114 2,436,660 2,289,717
Net (108S) frOm OPEratiONS ......cceeeveeriirierieieeeiereirineerissirseeereessessereaseseetenseneara, (5,199,536) (2,216,647) (2,238,219)
Other income (expense)
Loss from disposition of fiXed aSSets ...........iccoeeevveeierreeeeeseiee e, (9,690) (114,887)
INEETESt EXPENSE ..eevniieieiitieiieiitr e ieee e et e ers e e r e b e e ersestsesrrebeeresanes (67,042) (120,514) (32,932)
INEETESt INCOMIE ..uviivvieirs ittt ettt ettt sat et et s e staeesaeseenseoneeanes 82,592
OthEr INCOME ...vviiei e ettt e e e et s e s e s e eseeseeeneeieeea 2,081 20,172
Debt CONVETSION EXPEISE ...cveveerrieiereriireiiesiereeteeiecnitessesereesesssereaeesieresneressens (967,626) (3,371,964)
Total Other EXPENSES ....ccccererireiiriieiriicrtietiere et e s s e, (1,032,587) (3,481,996) (65,227)
Income Taxes )
CUITENL ...ttt ettt sttt e st s e n e reereereereeneenee, -0- -0- -0-
DETRITEA .. eouveveerereietietectecteteeteet ettt te ettt e nes et e et es e v e srassesesbasseas s etsseens -0- -0- -0-
TOtal INCOME tAXES ...evverieririiiereititeteiecter ettt ettt et ees e ee s -0- -0- -0-
INEE (LLOSS) eveveeeereririeriiiiesteriieteteteesses et resresaesestesseseabsesessesees snsanessnnssronseneans. $ (6,232,123) § (5,698,643) $ (2,303,446)
(L.0SS) per COMMON SNALE .......cooveveeeeieeiiereeeieeeeece e e, $ (05 § (07) § (.10)

See accompanying notes and accountant’s report.
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Skinny Nutritional Corp and Subsidiary

Consolidated Statement of Stockholders’ Equity (Deficit)

For The Years Ended December 31, 2008 and 2007

Balance, December 31, 2006 ......c.ccocvvvercrennne.

Issuance of common stock for cash at $.075 per

share less $365,602 in costs for issuing the

SEOCK ettt eeeeerii e e e e ettt e e sttt e e e traeerennene

Conversion of convertible debt into common

shares at $.50 per share .........cccceeveeeenennnnnn.

Conversion of convertible debt into common
shares at $.10 per share plus debt conversion

costs OF $3,042,525 ...ooovveeeeeeriereereeere e

Conversion of convertible debt into common
shares at $.10 per share plus debt conversion

costs 0f $227,939 ....ccvieeviieinns oot

Conversion of convertible debt into common
shares at $.05 per share plus debt conversion

costs OF $101,500 ..oovvivreiiericiericeere s

Issuance of common stock for note and interest ...

Issuance of common stock in exchange of

SEIvices @.075 oo

Issuance of common stock in exchange of

$ervices @.006 ......cc.ccvvvnerieeei
Issuance of common stock per reset agreement ....
Options issued on exchange of services ............

Capitalize inventory balances .......c...ccoceeeceneen.

Additional Stock
Common Stock Paid-In Subscriptions Accumulated

Shares Amount Capital Receivable Deficit
41,473,328 $ 41,473  $6,733,408 $ (10,298,891)
15,848,179 15,849 816,162
40,000 40 19,960
17,950,000 17,950 4,819,575
3,013,333 3,013 450,926
1,600,000 1,600 179,900

2,629,720 2,630 133,314
e 1333333 1,333 98,670
125,000 125 9,250

9,809,332 9,809 (9,809)
: 232,550
18,604

(Continued)
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Skinny Nutritional Corp and Subsidiary

Consolidated Statement of Stockholders’ Equity (Deficit)

For The Years Ended December 31, 2008 and 2007

Warrants issued for services ............cieveernrenenn.
Net loss for the year ended December 31, 2007

Balance, December 31, 2007 ......c..ccvvvvvreeennnne.

Issuance of common stock for cash rendered at

$.04 per share less $255,926 in costs for issuing

SRAYES .ot

Conversion of convertible debt into common
shares at $.14 per share plus debt conversion
COStS OF $454,052 ..o

Conversion of convertible debt into common
shares at $.10 per share plus debt conversion
costs 0f $179,437 ..covvvvvveciinnen. erereeraerenenes

Conversion of convertible debt into common
shares at $.05 per share plus debt conversion
coSts 0F $63,000 .....covvevveiiiiiee i,

Conversion of convertible debt into common
shares at $.04 per share plus debt conversion
COSES OF $271,137 oo

Issuance of common stock in exchange for note
and interest at $.14 per share ..........ccooceeeveenene.

Issuance of common stock in exchange for note
and interest at $.05 per share ...........ccccoeeeuceee.

Issuance of common stock in exchange for note
and interest at $.04 per share ............cccceeuen.e.

Issuance of common stock in exchange for
services rendered at $.33 per share ................

F-6

Additional Stock
Common Stock Paid-In Subscriptions ~ Accumulated
Shares Amount Capital Receivable Deficit
832,473
(5,698,643)
93,822,225 $ 93,822  $14,334,983 $(15,997,534)
70,700,000 70,700 2,501,374
2,116,793 2,117 748,286
825,000 825 261,112
1,200,000 1,200 121,800
1,369,375 1,369 324,543
1,155,870 1,156 160,666
300,000 300 14,700
1,975,000 1,975 77,025
300,000 300 98,700
(Continued)



Skinny Nutritional Corp and Subsidiary

Consolidated Statement of Stockholders’ Equity (Deficit)

For The Years Ended December 31, 2008 and 2007

. Additional Stock
Common Stock Paid-In Subscriptions Accumulated
Shares Amount Capital Receivable Deficit

Issuance of common stock to officers for

SUATANLEES ...covviieiirninnrerie e reseaenees 6,150,000 6,150 467,350 (473,500)
Issuance of common stock for cash at $.06

PErShare .......ccevneeriiiciinesiniecncniiecees 11,564,417 11,564 682,301
Issuance of common stock in exchange for

warrant cancellation.........o.cocceeveneenennenn 2,024,637 2,025 (2,025)
Options issued in exchange of services....... 448,939
Warrants issued for Services ..........cocveverens . 1,483,614
Issuance of common stock for

‘compensation at $.09 per share................ 2,000,000 2,000 178,000
Net loss for the year ended December 31, ‘

2008....coiieeeeeereeeeereiee et . (6,232,123)
Balance, December 31, 2008 ...........ccoovene.. 195,503,317 $ 195503  $ 21,901,368 § (473,500) $ (22,229,657)

See accompanying notes and accountant’s report.
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Skinny Nutritional Corp and Subsidiary
Consolidated Statements of Cash Flows

Increase (Decrease) in Cash and Cash Equivalents

For the Years Ended December 31,

2008 2007 2006
CASH FLOWS FROM OPERATING ACTIVITIES
Net 108S..ccvevveneennene et et e a et e ettt b bbbt st e ee e seanneterena $ (6,232,123) $§ (5,698,643) § (2,303,446)
Adjustments to reconcile net loss to net cash used by operating activities:
DEPTECIAtION ..c..oveiueeieteeee ettt b s b e 2,740
Loss from disposition of fixed aSSets........c.civvveeeeiceiiiiericee e, ' 6,274 114,887
Stock based COMPENSALION ......ecveererrereiieiriiteeie et eseee e ere e esrsereereeas 180,000 9,000
StOCK ISSUEA fOI SETVICE. ...eeveiriiieieeeiireeeeeseeeceeeeeesesetesesarasaresessanenessanees 109,378 .
Warrants iSSUEd fOr SEIVICES.......cciomieeereeereieereere ettt ees e s e, 1,483,614 832,473 85,200
Stock options issued fOr SEIVICES ...iierrreririerireiertirceereeeie e e eeeevenis, ) 448,939 232,550 196,300
Debt CONVETSION COSLS ....ooiuiiiiiireeiee e ettt cree e e e e sas s eesessrete e 967,626 3,371,964
Changes in operating assets and liabilities: .........ccovvvvvniirnvieseeneccneneeeenen, ‘
(INCrease) deCrease IMi......coceveieerreiiriricereene et sete et etee st ese e
ACCOUNTS TECEIVADIE.......ccciveieeeeeeeceeeeee e (88,457) (398,081) 68,471
INVeNtories .ovvveerererenrneseriecnnnane Arbenttraretsaresre e ee st e e steentasaestn et e beranees (144,830) (67,971) 193,082
Prepaid EXPENSES....c.cceeir et reieee st ere e re e et esrae s erserneerserseraeans (61,740) 43280 51,418
Other @SSELS......evieeiereriereete ettt ettt et e e s, (45,346) 11,790
Increase (dECIEASsE) IMNi....c.ueeereeieeririeieieeereese et seeesseste e e b e e e ae e e senes -
Advances on purchase of common stock...........c.veevevencinienveniiceecniinn, 375,600
Accounts payable.........cocoieeeiiiine et 231,018 345,701 (219,659)
ACCTUEd EXPENSES ....ocvevererierieeerieeeresbeesiaeaesaesressesseenas e err et - 45,296 27,500 30,000
ACCIUEA INLETESE .. .c.vvevreeeiieererteeeeieceteeret e e e esseaeeeseass e baeveeenssentenrens (85,271) (33,635) (85,598)
Settlements payable .........coeviiiiii e, (29,350) (75,650) 180,000
Net cash used in operating activities.......coceeveeeeereenieieree e, (2,955,024) (1,304,860) (1,665,815)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of fiXed aSSetS.......ccovvievirviniiireirer ettt s, (3,507)
Net cash used in iNVesting aCtiVities ......occecvvveerirenresrenceenererereereeenens (3,507)

(Continued)
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Skinny Nutritional Corp and Subsidiary
Consolidated Statements of Cash Flows

Increase (Decrease) in Cash and Cash Equivalents

For the Years Ended December 31,

2008 2007 2006
CASH FLOWS FROM FINANCING ACTIVITIES
Issuance of common stock for note and INtErest.........occivvivrirecvrerenecinineenn, $ 255822 § 135,944  §
Proceeds (payments) from convertible debenture, net payment of
COMVETSIONS 1euvvivrrerrerereereeessesssessesssesessseseseessersseesstsssessessmnesansessesmsersaeenses 70,699 (83,999) (241,000)
Proceeds from revolving line of credit ........cooeverevnecerncnenecieneecnee (314,361) 317,560
Proceeds (payments) from line of credit.........coccevvvreonminrenernnieinciicinan, (140,000) 25,467
Proceeds (payments) from notes payable ..........c.ccovvireneneieoreerncncen (220,936) 220,936
Proceeds (payments) from long-term debt ........c.cocoveveeeenivncnnnnninnccnen, (300,283) 173,747
Issuance of COMMON STOCK.........icivrveieuiiirenereeeee e ee e eree e e e e neeans 3,521,865 832,011 1,834,963
Net cash provided in financing activities .........c.eceevvcirueereererenercieerinenins 3,173,089 1,147,636 1,767,710
NET INCREASE IN CASH ...cooviiiiiriceiieeceeeenenerenreseneseesseiesseesesesens 218,065 (157,224) 98,388
Cash and cash equivalents, beginning of period...........cocereerrervcrererinnencns 17,944 175,168 76,780
CASH AND CASH EQUIVALENTS, END OF PERIOD ........ccocnvsrinninnnns $ 236,009 8§ 17,944  § 175,168
SUPPLEMENTAL DISCLOSURE INVESTING AND FINANCING
ACTIVITIES '
Cash paid during the year for interest.........ccoevvierererrenisieseeersrenneseerenes $ 67,042 $ 20,035 $ 32,932

See accompanying notes and accountant’s report.
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Skinny Nutritional Corp and Subsidiary
Notes to Consolidated Financial Statements
December 31, 2008

ORGANIZATION AND OPERATIONS

Skinny Nutritional Corp (the “Company”), formerly Creative Enterprises International, Inc., Inland Pacific Resources, Inc.,
Sahara Gold Corporation and Parvin Energy, Inc., was organized June 20, 1984 as a Utah corporation. On July 26, 1985, the
Company changed its domicile to a Nevada corporation.

The Company has one wholly owned subsidiary, Creative Enterprises, Inc. formed in fiscal 2001. Creative Enterprises, Inc.
owns Creative Partners International, LLC formed in fiscal 2001.

On November 15, 2006, holders of approximately 53% of the Company’s issued and outstanding Common Stock consented
in writing to the adoption of resolutions approving (1) amendments to the Company’s Articles of Incorporation to (a) change
the Company’s corporate name to “Skinny Nutritional Corp.” and (b) increase the number of authorized shares of common
stock 250,000,000 shares and (2) an amendment to the Company’s Employee Stock Option Plan to increase the number

The Company had secured an exclusive North American license and distributor agreement with Jamnica, d.d. for Jana water
and has obtained the exclusive licensing rights to Skinny Water. The term of the agreement with Jamnica was for an initial
term of one year from the date the Company receives certain government approvals; this agreement automatically renews
thereafter subject to the Company’s achievement of revenue targets. During the quarter ended December 31, 2006, the
Company ended its agreement with Jamnica by returning the unsold inventory and settling with Jamnica for receivables owed
the Company and certain accounts payable.

The Company has obtained the exclusive licensing rights to Skinny Water from Peace Mountain Natural Beverages Corp.,
along with certain associated trademarks. The term of the agreement with Peace Mountain is for three years and self renews
each year unless terminated. The Company has an agreement with Interhealth Nutraceuticals, on a non-exclusive basis to sell,
market, distribute and package Super Citrimax, the active ingredient in Skinny Water. The term of this agreement is in
perpetuity unless cancelled by either party.

GOING CONCERN

The accompanying financial statements have been prepared in conformity with generally accepted accounting principles,
which contemplate continuation of the Company as a going concern. However, the Company has incurred losses since its
inception and has not yet been successful in establishing profitable operations. Further, the Company has current liabilities in
excess of current assets. These factors raise substantial doubt about the ability of the Company to continue as a going
concern. In this regard, management is proposing to raise any necessary additional funds through sales of its common stock
or through loans from shareholders. There is no assurance that the Company will be successful in raising additional capital or
achieving profitable operations. The financial statements do not include any adjustments that might result from the outcome
of these uncertainties.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Accounting Method

The Company’s financial statements are prepared on the accrual method of accounting.

Basis of Consolidation

The consolidated financial statements include the accounts of Skinny Nutritional Corp. (formerly Creative Enterprises
International, Inc. and Creative Enterprises, Inc. All intercompany accounts and transactions have been eliminated in
consolidation.

Revenue Recognition

The Company sells products through multiple distribution channels including resellers and distributors. Revenue is
recognized when the product is shipped to the resellers and is recognized net of discounts and returns. At present, there are no
return privileges with our products. '

Cash and Cash Equivalents

For purposes of reporting the statement of cash flows, the Company includes all cash accounts, which are not subject to
withdrawal restrictions or penalties, and all highly liquid debt instruments purchased with a maturity of three months or less
as cash and cash equivalents. The carrying amount of financial instruments included in cash and cash equivalents
approximates fair value because of the short maturities for the instruments held.
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Skinny Nutritional Corp and Subsidiary
Notes to Consolidated Financial Statements
December 31, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Cash — Restricted

The Company in its efforts to raise capital has established escrow accounts where funds are transmitted until it is cleared by
the Company’s attorneys. Once cleared, the monies are transferred into the Company’s operating account. At December 31,
2006, the Company had $3,697 in restricted escrow cash all of which cleared in January, 2008.

Depreciation

Property and equipment are recorded at cost and depreciated over the estimated useful lives of the related assets, which range
from five to seven years. Depreciation is computed on the straight line method for financial reporting and income tax
purposes.

Accounts Receivable

The Company considers accounts receivable to be fully collectable; accordingly, no allowance for doubtful accounts is
required. If amounts become uncollectible, they will be charged to operations when that determination is made. Bad debt
write-offs of $20,894 and $ -0- were recorded for the years ended December 31, 2008 and 2007, respectfully.

Inventories

Inventories are stated at the lower of cost to purchase and/or manufacture the inventory or the current estimated market value
of the inventory. We regularly review our inventory quantities on hand and record a provision for excess and obsolete
inventory based primarily .on our estimated forecast of product demand, production availability and /or our ability to sell the
product(s) concerned. Demand for our products can fluctuate significantly. Factors that could affect demand for our products
include unanticipated changes. in consumer preferences, general market and economic conditions or other factors that may
result in cancellations of advance orders or reductions in the rate of reorders placed by customers and/or continued
weakening of economic conditions. Additionally, management’s estimates of future product demand may be inaccurate,
which could result in an understated or overstated provision required for excess and obsolete inventory.

Loss Per Share

" Basic net loss per share is computed by dividing net loss available for common stock by the weighted average number of
common shares outstanding during the period.

Stock Based Compensation

The Company measures compensation cost to employees from our equity incentive plan in accordance with' Statement of .
Financial Accounting Standards No. 123 (R) (“SFAS 123 (R)”). SAF 123(R) requires an issuer to measure the cost of
employee services received in exchange for an award of equity instruments based on the grant date fair value of the award
and eliminated the exceptlon to account for such awards using the intrinsic method previously allowable under APB No. 25.
SFAS 123 (R) requires equity compensation issued to employees to be expensed over the requisite service period (usually the
vesting period). We use the Black-Scholes-Merton option pricing formula to estimate the fair value of our stock options at the
date of grant. The Black-Scholes-Merton option pricing formula was developed for use in estimating the fair value of traded
options that have no vesting restrictions and are fully transferable. Our employee stock options however, have characteristics
significantly different from those of traded options. For example, employee stock options are generally subject to vesting
restrictions and are generally not transferable. In addition, option valuation models require the input of highly subjective
assumptions, including the expected stock price volatlhty, the expected life of an option and the number of awards ultimately
expected to vest. Changes in subjective input assumptions can materially affect the fair value estimates of an option.
Furthermore, the estimated fair value of an option does not necessarily represent the. value that will ultimately be realized by
an employee. We use historical data to estimate the expected price volatility, the expected option life and the expected
forfeiture rate. The risk-free rate is based on the U.S. Treasury yield curve in effect at the time of grant for the estimated life
of the option. If actual results are not consistent with our assumptions and judgments used in estimating the key assumptions,
we may be required to increase or decrease compensation expense or income tax expense, which could be material to our
results of operations. , 3
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Skinny Nutritional Corp and Subsidiary
Notes to Consolidated. Financial Statements

December 31, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The Company measures compensation cost issued to non employees in accordance with Emerging Issues Task Force 96 18,
“Accounting for Equity Instruments That Are Issued to Other Employees for Acquiring, or in Conjunction with Selling,
Goods or Services”, and Emerging Issues Task Force 00 18, Accounting Recognition for Certain Transactions Involving
Equity Instruments Granted to Other Than Employees. '

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally accepted in the United States
requires management to make estimates and assumptions that affect the reported amount of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Cost of Sales

- Cost of sales consists of the costs of raw materials utilized in the manufacture of products, co-packing fees, in-bound freight
charges, as well as certain internal transfer costs, warehouse expenses incurred prior to the manufacture of our finished
products and certain quality control costs. Raw materials account for the largest portion of the cost of sales. Raw materials

. include cans, bottles, other containers, ingredients and packaging materials.

Operating Expenses

Operating expenses include selling expenses such as distribution expenses to transport products to customers and
warehousing expenses after manufacture, as well as expenses for advertising, commissions, sampling and in-store
demonstration costs, costs for merchandise displays, point-of-sale materials and premium items, sponsorship expenses, other
" 'marketing expenses and design expenses. Operating expenses also include payroll costs, travel costs, professional service
fees including legal fees, termination payments made to certain of our pr1or distributors, entertamment insurance, postage,
depreciation and other general and administrative costs.

RESTATEMENT OF CONSOLIDATED FINANCIAL STATEMENTS

The Company has filed Form 10KSB/A to restate its financial statements in order to change its method of accounting for
convertible debentures. The Company corrected an error in the Company’s accounting and -disclosures for its convertible
debentures, stock options and warrants. This conclusion was reached following a thorough evaluation of the Company’s
accounting treatment of such securities in response to a comment letter from the Staff of the Division of Corporation Finance
of the Securities and Exchange Commission (“SEC”) relating to the Company’s Annual Report on Form 10-K for the year
ended December 31, 2007.

The Company restated their consolidated balance sheets at December 31, 2007 and December 31, 2006, and consolidated
statements of operations and cash flows for the year ended December 31, 2007, and the notes related thereto, The restatement
reflects an adjustment to the beneficial conversion feature of certain previously outstanding convertible debentures (the
“Debentures”) to give effect to the reduction of the conversion rate in accordance with FAS 84. The effect of this adjustment
is to debit debt conversion expense in an amount of $3,371,964 and to credit additional paid in capital by $3,371,964. Due to
this, the Company’s net loss for 2007 was impacted by $3,371,964. The Company determined that the modification of the
Debentures resulted in a fair value of incremental consideration of $3,371,964 based on the difference between the fair value
of the common stock underlying the Debentures following the reduction in the conversion rate under FAS 84 and the fair
value of the common stock underlying the Debentures with the original conversion terms.

The Company also reported in this restatement a credit to its profit and loss statement in the amount of $69,525 in order to
properly reflect on its financial statements the stock compensation expense that the Company incurred in fiscal 2007 in
accordance with SFAS 123R. These changes are shown on its Statement of Operations, as an adjustment to “General and
Administrative Expense” by reducing such line item in the net amount of $69,525. This adjustment will also flow through the
Statement of Operations as a reduction in “Net Loss from Operations” and “Net Loss” in the amount of $69,525. This
adjustment will not impact earnings (loss) per share. In addition, on its balance sheet contained in the Original Filing, the
Company adjusted “additional paid-in capital” by a net amount of $69,525. The net increase of $69,525 to additional paid-in
capital flowed through the balance sheet as a decrease to “Total stockholders’ deficit” and an increase to “Total Liabilities
Stockholders’ Deficit”.



Skinny Nutritional Corp and Subsidiary
Notes to Consolidated Financial Statements
December 31,2008

RECENT ACCOUNTING PRONOUNCEMENTS

In March 2008, the FASB issued Statement No. 161, “Disclosures about Derivative Instruments and Hedging Activities”.
Statement No. 161 establishes, among other things, the disclosure requirements for derivative instruments and for hedging
activities. This statement requires qualitative disclosures about objectives and strategies for using derivatives, quantitative
disclosures about fair value amounts of and gains and losses on derivative instruments, and disclosures about contingent
features related to credit risk in derivative agreements. Statement No. 161 only affects disclosure requirements, the adoption
of Statement No. 161 effective January 1, 2009 has not affected our financial position or results of operations.

In June 2008, the FASB issued Staff Position No. EITF 03-6-1, “Determining Whether Instruments Granted in Share-Based

Payment Transactions Are Participating Securities” (FSP No. EITF 03-6-1). FSP No. EITF "03-6-1 addresses whether

instruments granted in share-based payment transactions are participating securities prior to vesting and, therefore, need to be

included in the earnings allocation in computing eamnings per share under the two-class method described in Statement No.

128. FSP No. EITF 03-6-1 is effective for fiscal years, and interim periods within those fiscal years, beginning after

December 15, 2008; early adoption is not permitted. The adoption of FSP No. EITF 03-6-1 effective January 1, 2009 is not
“expected to materially affect our calculation of earnings per common share.

In November 2008, the FASB ratified its consensus on EITF Issue No. 08-6, “Equity Method Investment -Accounting
Considerations” (EITF No. 08-6). EITF No. 08-6 applies to all investments accounted for under the equity method and
provides guidance regarding (i) initial measurement of an equity investment, (ii) recognition -of other-than-temporary
impairment of an equity method investment, including any impairment charge taken by the investee, and (iii) accounting for a
change in ownership level or degree of influence on an investee. The consensus is effective for fiscal years beginning on or
after December 15, 2008, and interim periods within those fiscal years. EITF No. 08-6 is to be applied prospectively and
earlier application is not permitted. Due to its application to future equity method investments, the EITF Issue No. 08-6 is not
expected to materially affect our financial position or results of operations.

RELATED PARTY TRANSACTIONS

The Company’s Chairman pledged certain marketable securities held either by him or by entities with which he is affiliated

in order to provide security for the Company’s $500,000 letter of credit with Madison Bank. The Chairman similarly agreed
“to pledge such securities in order to secure our loan agreement with Valley Green Bank pursuant to which we satisfied our

obligations to Madison Bank. For more information regarding these transactions see Note 9 to these financial statements.

On January 10, 2008 the Company issued two million shares of stock to the Chairman in consideration for his personal
guarantee of the Valley Green Loan. On March 24, 2008, the Company’s Board of Directors approved the grant of an
aggregate of 2,075,000 restricted shares of common stock to Mr. Michael Salaman, its Chairman and Mr. Donald McDonald,
its Chief Executive Officer, in consideration for their agreement to provide a personal guaranty in connection with the
factoring agreement the Company entered into in November 2007.

PENDING CLAIMS

Except as described below, the Company is not currently a party to any lawsuit or proceeding which, in the opinion of its
managément, is likely to have a material adverse effect on the Company. ‘ :

On March 24, 2008, the Company requested arbitration with Peace Mountain Corporation to clarify certain aspects of the
licensing agreement. The arbitration will be administered by the American Arbitration Association in Providence, R.I. The
‘items in question are the timing of payments to Peace Mountain, the approval process for the use of trademarks, the approval
- process for formulas and the protection of trademark rights in foreign countries. The Company feels that this arbitration will
result in a more definitive agreement for the future. The date for the arbitration has not been determined.

On or about June 30, 2008, the Company filed an arbitration claim with the Financial Industry Regulatory Authority
(“FINRA”). against ROGO Capital, LLC (“ROGO”), FINRA Case No. 08-02163, alleging breach of contract and fraud
claims concerning ROGO’s alleged misrepresentations made in connection with the Company’s retention of ROGO to serve
as its placement agent and ROGO’s alleged non-performance under the placement agreement. ROGO disputes these claims
and in response, on or about September 4, 2008, ROGO filed a counterclaim in the FINRA arbitration against the Company
alleging breach of the placement agreement and claiming damages of approximately $241,000. The Company. disputes
ROGO’s allegations and is vigorously defending the counterclaim. The parties are now engaged in discovery. The FINRA
arbitration hearing on the dispute is scheduled to begin on July 13, 2009.
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PENDING CLAIMS (Continued)

In addition, the Company may be' subject to other claims and litigation arising in the ordinary course of business. The
Company’s management considers that any liability from any reasonably foreseeable disposition of such other claims and
litigation, individually or in the aggregate, would not have a material adverse effect on its consolidated financial position,
results of operations or cash flows. :

CONVERTIBLE DEBENTURES

The Company raised an aggregate amount of $3,201,200 ($2,693,450 was raised during fiscal year 2005, $507,750 was
raised during fiscal year 2004) from the sale of our convertible debentures to accredited investors in a private placement
pursuant to Rule 506 of Regulation D under the Securities Act of 1933, as amended. Each $40,000 debenture was convertible
into a conversion unit consisting of 100,000 shares of the Company’s common stock and 100,000 common stock purchase
warrants. Both the common stock and the warrants are issued only upon the conversion of the convertible debenture into the
appropriate number of common shares. Accordingly, APB 14 does not apply. The conversion price was $0.40 per share. Each
debenture will mature two years from the date of issuance unless previously converted. Interest is earned on each debenture
at the rate of 10% per annum. Interest shall be paid in full at the maturity date or such earlier date on which the principal is
-paid to the holder or on which the debenture is converted or exchanged pursuant to its terms. The accrued but unpaid interest
on each debenture shall be payable in cash or in interest shares, at the option of the Company, so long as there is an effective
registration statement providing for the resale of the interest shares. The Company may, at its option, prepay some or all of
the debentures upon not less than thirty (30) days nor more than sixty (60) days prior written notice at a prepayment price
~equal to the principal amount of the debentures to be prepaid, together with accrued and unpaid interest thereon through the
date of prepayment. : :

On December 22, 2006, the Company determined to offer the holders of the outstanding convertible debentures the ability to
convert such securities at a reduced conversion rate. The convertible debentures were scheduled to mature at various dates
between December 2006 and October 2007 and are currently convertible at the conversion rate of $0.40 into (a) an aggregate
of 6,287,500 shares of the Registrant’s common stock and (b) 6,287,500 common stock purchase warrants (the “Conversion
Warrants”). The Company offered the debenture holders the option to convert the outstanding principal amount of their
debentures into shares of the Company’s common stock only at a conversion rate of $0.10 provided that the holders agree to
the following: (i) convert the outstanding principal amount of its convertible debentures no later than January 31,2007, (ii)
‘'surrender of the right to receive the Conversion Warrants and (iii) forfeit the unpaid interest that has accrued on such
debentures, which is currently approximately $337,000, in the aggregate.

During the 2007 calendar year there was $2,070,000 of convertible debentures that were converted into common: shares of
stock. On March 8, 2007, principal of $1,755,000 was converted into 17,550,000 shares of common stock. Also in the first
quarter 2007, one debt holder converted $20,000 in debt to 40,000 shares of common stock. In the second quarter two debt
holders converted their debt into 400,000 common shares reducing the principal balance by $40,000. During the fourth
quarter an additional conversion of $188,333 of principal and $37,667 in interest were converted into 3,013,333 shares of
common stock at a conversion rate of $.075 per share. During December 2007, in a fourth conversion, 1,600,000 shares of
common stock were issued upon conversion of $66,667 in principal and $13,333 in interest at a conversion rate of $.05 per
share. One investor was paid $20,000 in principal and $4,000 in interest to retire his debenture. Upon conversion of the
convertible debentures, In accordance with FASB 84, there was debt conversion costs of $3,421,965 which was realized as an
expense to the 2007 Statement of Operations. :

During fiscal 2008, holders of convertible debentures and warrants previously issued by the Company converted or exercised
such securities into shares of common stock and warrants as follows. In January 2008, the Company issued 725,000 shares of
common stock upon the conversion of an aggregate amount of $72,500 of outstanding convertible debentures (inclusive of
interest). The Company also issued 300,000 shares of common stock in exchange for a $15,000 dollar note. On January 25,
2008, the Company issued 900,000 shares of common stock and 112,500 common stock purchase warrants upon the
conversion of an aggregate amount of $45,000 (inclusive of accrued interest of $15,000) of outstanding convertible
debentures. The warrants issued upon conversion of these debentures are exercisable for a period of three years at an exercise
price of $0.50 per share. On March 3, 2008, the Company issued 300,000 shares of common stock upon the conversion of an
aggregate amount of $15,000 of outstanding convertible debentures. On March 20, 2008, the Company issued 1,125,000
shares of common stock and 112,500 common stock purchase warrants upon the conversion of an aggregate amount of
$45,000 (inclusive of accrued interest of $7,500) in exchange for note and interest. The warrants issued upon conversion of
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CONVERTIBLE DEBENTURES (Continued)

these debentures. are exercisable for a period of three years at an exercise price of $0.50 per share. On April 11, 2008, the
Company issued 1,369,375 shares of common stock upon the conversion of an aggregate amount of $54,775 (inclusive of
accrued interest of $10,455) of outstanding convertible debentures. In addition, the Company issued 850,000 shares of
common stock upon the conversion of an aggregate amount of $34,000 (inclusive of accrued interest of $2,392) in exchange
for note and interest. Further, on June 2, 2008, the Company issued 1,155,870 shares of common stock in exchange for note
and interest of $161,822 (inclusive of accrued interest of $51,822). Also, the Company issued 808,414 of common stock
upon conversion of an aggregate amount of $113,178. In addition, on June 16, 2008, the Company issued 531,551 shares of
common stock upon the conversion of an aggregate amount of $74,417 (inclusive of accrued interest of $18,417) of
outstanding convertible debentures and on June 18, 2008, the Company issued 100,000 shares of common stock upon the
conversion of an aggregate amount of $10,000 of outstanding convertible debentures. In August 2008, the Company issued
776,828 shares of common stock upon the conversion of an aggregate amount of $108,756 (inclusive of accrued interest of
$18,756) to the holders of outstanding convertible debentures upon the conversion of such securities. Upon conversion of the
convertible debentures, in accordance with FASB 84, there was debt conversion costs of $967,626 which was realized as an
expense to the 2008 Statement of Operations.

SALE OF EQUITY SECURITIES

We have historically primarily been funded through the issuance of common stock, debt securities and external borrowings.
During the calendar year 2007, the Company’s primary means of raising capital was through the sale of common stock
through private placements made pursuant to Rule 506 of Regulation D under the Securities Act of 1933. There were three
private offerings made during the year. The first offering commenced in December 2006 and expired in March 2007, with
10,000,000 shares being offered and an aggregate offering amount of $750,000. The offering raised $482,625 during calendar
year 2007 with 6,435,004 shares of common stock being issued. The second offering commenced in March 2007 and expired
in September 2007; with 13,333,333 shares being offered for an aggregate offering amount of $1,000,000. We received
proceeds of $502,238 in this offering with 6,696,509 shares being issued. The third offering commenced in September 2007
. and ended November 2007 with 13,333,333 shares being offered for an aggregate amount of $1,000,000. We received
proceeds of $203,750 in this offering with 2,716,666 shares being offered. There were 2,759,390 warrants issued to “Selling
Agents” for the private placements of common stock during calendar year 2007. Selling agents received $106,954 in
. commissions for private placement of common shares leaving the Company with $1,081,659 in net proceeds from private
. placements. A total of 9,809,332 shares of common stock were also issued to shareholders from prior subscriptions in the
form of reset shares required by the convents established in the previous subscription agreements.

The Company commenced a private offering of its common stock in December 2007 for up to a maximum of $3,200,000 of
shares at an offering price of $0.04 per share and the Company had received subscriptions of approximately $3.1 million. In
this offering, the Company received gross proceeds of $3,163,000 and sold an aggregate of 79,075,000 shares of common
stock to accredited investors. After giving effect to offering expenses and commissions, the Company received net proceeds
of approximately $3,108,000. The Company agreed to pay commissions to registered broker-dealers that procured investors
in the offering and issue such persons warrants to purchase such number of shares as equals 10% of the total number of

- shares actually sold in the offering to investors procured by them. Agent warrants shall be exercisable at the per share price of
$0.05 for a period of five years from the date of issuance. Based on the foregoing, agents have earned an aggregate of
$55,000 in commissions and 1,362,500 warrants. In connection with the offering, the Company relied on the exemption from
registration provided by Section 4(2) of the Securities Act of 1933, as amended (the “Securities Act”), and Rule 506
promulgated thereunder. Based on the representations made in the transaction documents, the Company believes that the
Investors are “accredited investors”, as such term is defined in Rule 501(a) promulgated under the Securities Act.

In addition, as previously reported, commencing in November 2008, the Company conducted a private offering in reliance
upon the exemption from registration provided by Section 4(2) of the Securities Act and Rule 506 promulgated thereunder
pursuant to which the Company sought to raise an aggregate amount of $1,875,000 of shares of common stock (the
“November Offering”). On February 5, 2009, the Company completed the November Offering. Total proceeds raised in the
November Offering were $1,867,690 and the subscribers purchased an aggregate of 31,128,167 shares of common stock. The
' Company intends to use the net proceeds from the November Offering of approximately $1,800,000 for working capital,
repayment of debt and general corporate purposes. In connection with the November Offering, the Company’s Chief
Executive Officer, Chiéf Financial Officer and Chairman agreed not to exercise a total of 12,000,000 options and 2,000,000
warrants beneficially owned by thém until such time as the Company’s stockholders adopt an amendment to its Articles of
Incorporation to increase the number of the Company’s authorized shares of comimon stock. The Company agreed to pay
commissions to registered broker-dealers that procured investors and issue such persons warrants to purchase such number of
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SALE OF EQUITY SECURITIES (Continued)

shares as equals 10% of the total number of shares actually sold in the November Offering to investors procured by them.
Agent warrants are exercisable at the per share price of $0.07 for a period of five years from the date of issuance. The
Company paid total commissions of $20,959 and issued agent warrants to purchase 349,317 shares of common stock. The
securities offered have not been registered under the Securities Act and may not be offered or sold in the United States absent
registration or an applicable exemption from registration requirements. Based on the representations made in the transaction
documents, the Company believes that the Investors are “accredited investors”, as such term is defined in Rule 501(a)
promulgated under the Securities Act.

. In addition to these transactions, the Company sold an aggregate of $175,000 of shares of its common stock to three

individual accredited investors in private sales and issued these investors a total of 3,541,667 shares of common stock. In
connection with the offering, the Company relied on the exemption from registration provided by Section 4(2) of the
Securities Act of 1933, as amended. Based on the representations made in the transaction documents, the Company believes
that the Investors are “accredited investors”, as such term is defined in Rule 501(a) promulgated under the Securities Act.

OTHER COMMON STOCK TRANSACTIONS

The Company in May, June, July, August and November 2008 issued 1,696,272 shares, 111,084 shares, 87,692 shares and
129,589 shares of stock, respectively upon the exercise of common stock purchase warrants pursuant to a cashless exercise
provision contained in such warrants. These securities have not been registered under the Securities Act of 1933, as amended,
and were issued in reliance upon the exemption for registration set forth in Section 3(a)(9) thereof.

LINE OF CREDIT

On April 4, 2007, the Company closed on a secure loan agreement with Valley Green Bank pursuant to which it received
funds in the amount of $350,000. The Company has applied this amount to satisfy its obligations to Madison Bank under the
Forbearance Agreement. Interest will be charged on the unpaid principal of this new loan arrangement until the full amount
of principal has been paid at the rate of 8.25% per annum. The Company was obligated to repay this new loan in full
immediately on the bank’s demand, but in no event later than March 20, 2008. Since that date the bank has extended the term
of the loan. Interest payments are due on a monthly basis. The loan is secured by collateral consisting of a perfected first
priority pledge of certain marketable securities held by the Company’s Chairman and entities with which he is affiliated. The
Company also agreed to a confession of judgment in favor of the bank in the event it defaults under the loan agreements. The
loan agreements also require the consent of the bank for certain actions, including incurring additional debt and incurring
certain liens. The maturity of this debt was extended to March 20, 2009 and we are currently negotiating the repayment terms
of the outstanding balance due with the bank. The current balance outstanding as of December 31, 2008 is $200,000,

LICENSING AND AGREEMENTS

On October 4, 2006, the Company entered into an amendment to its License and Distribution Agreement with Peace
Mountain Natural Beverages Corporation. Pursuant to this amendment, the Company agreed to pay Peace Mountain an
amount of $30,000 in two equal monthly installments commencing on the date of the amendment in satisfaction of
allegations of non-performance by Peace Mountain. In addition, the parties further agreed to amend and restate the
Company’s royalty obligation to Peace Mountain, pursuant to which amendment, the Company will have a minimum royalty
obligation to Peace Mountain based on a percentage of wholesale sales with a quarterly minimum of $15,000.

On October 10, 2006, the Company entered into an agreement with Jamnica, d.d. and Jana North America, Inc., which
agreement is effective as of September 20, 2006, pursuant to which the parties confirmed the termination of the distribution
agreement dated July 21, 2004, between the Company and Jamnica. In the new agreement, the parties agreed to the following
arrangements: (a) in consideration for the agreement by the Company to the terms of the agreement, the Company’s
obligation to Jamnica, in an amount of $207,321, is eliminated; (b) Jamnica and Jana North American shall pay an amount of
$23,125 on the Company’s behalf in satisfaction of storage and warehousing fees; (c) receivables due to the Company from
select accounts shall be transferred to Jana North America; and (d) the Company shall make available to Jana North America
all inventory of Jana bottled waters in the Company’s possession. In addition, the parties agreed that the Company will cease
use of the Jana trademarks and logos and Jamnica and Jana North America agreed not to use any of the Company’s licensed
trademarks or logos concerning the Company’s “‘Skinny’” product line. Pursuant to the agreement, the Company will also
provide additional assistance to Jamnica and Jana North America in the transition for the marketing and distribution of the
Jana bottled waters. Each of the parties also agreed to release the other from any obligations or claims arising from the
distribution agreement.
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CASH DEPOSITED IN FINANCIAL INSTITUTIONS

The Company maintains its cash in bank deposit accounts and financial institutions. Accounts at each institution are insured
by the Federal Deposit Insurance Corporation up to $250,000. The bank accounts at times exceed federally insured limits.
The Company has not experienced any losses on such accounts.

INCOME TAXES

The Company accounts for income taxes in accordance with Statement of Financial Accounting Standards (“SFAS”) No 109
Accounting for Income Taxes”. SFAS 109 requires the Company to provide a net deferred tax asset/liability equal to the
expected future tax benefit/expense of temporary reporting differences between book and tax accounting methods and any
available operating loss or tax credit carryforwards. At December 31, 2008, the Company has available unused operating loss
carryforwards of approximately $12,000,000 which may be applied against future taxable income and which expire in
various years through 2020.

The amount of and ultimate realization of the benefits from the operating loss carryforwards for income tax purposes is
dependent, in part, upon the tax laws in effect, the future earnings of the Company, and other future events, the effects of
which cannot be determined because of the uncertainty surrounding the realization of the loss carryforwards the Company
has established a valuation allowance equal to the tax effect of the loss carryforwards and, therefore no deferred tax asset has
been recognized for the loss carryforwards

STOCKHOLDERS’ EQUITY

At December 31, 2008, the Company had 250,000,000 shares of common stock authorized par value $.001. Shares
outstanding at December 31, 2008 were 195,503,317.

STOCK OPTIONS

Under the Company’s stock option plan the Company may grant incentive and non statutory options to employees, non
employee members of the Board and consultants and other independent advisors who provide services to the Corporation.
The maximum shares of common stock which may be issued over the term of the plan shall not exceed 20,000,000 shares, as
amended on October 6, 2006. Awards under this plan are made by the Board of Directors or a committee of the Board.

Under the plan options that are granted at the market price of the stock on the day of the grant. Options granted 10% or more
stockholders are granted at 110% of the fair market price on the day of the grant. Each option exercisable at such time or
times, during such period and for such numbers of shares shall be determined by the Plan Administrator. However, no option
shall have a term in excess of 10 years from the date of the grant.

On January 18, 2002, the Company granted stock optioﬁs exercisable for 450,000 shares of its common stock. These options
were issued without cash consideration. All the options were exercisable immediately -at .50 per share. 300,000 options were
later returned to the Company and cancelled and the remaining 150,000 options expired December 2007.

On October 12, 2006, the Company granted 10,500,000 stock options to employees and officers of the Company under the
2006 Plan. The options granted have a 5 year contractual life. 1,300,000 of the options were granted for prior services and
vested immediately. The remaining 9,200,000 options were issued for future services and will vest 25% on each anniversary
date of the grant until fully vested. As of December 2007, 7,500,000 options were returned to the Company and cancelled.

On January. 12, 2007, the Board approved the grant of an additional 3,000,000 options to the Company’s Chairman under the
same terms as the October 6, 2006 grant where 20% of the options vest immediately and 20% on each anniversary date for
the next 4 years. The exercise price of these options is .25 cents a share.

On November 28, 2007, the Company granted 6,325,000 stock options to employees and officers of the Company under the
2006 Plan. The options granted have a 5 year contractual life. 1,581,250 of the options were granted for prior services and
vested immediately. The remaining 4,743,750 options were issued for future services and will vest 25% on each anniversary
date of the grant until fully vested. As of December 31, 2008, 100,000 options were returned to the Company and cancelled.

On July 30, 2008, the Company granted 7,275,000 stock options to employees and officers of the Company under the Option
Plan. The options granted have a 5 year contractual life and are exercisable at a price equal to $0.33 per share. Of the options
granted, 25% vested immediately and the balance will vest in equal annual installments of 25% of the unvested portion on
each anniversary date of the grant until fully vested. As of December 31, 2008, 75,000 options were returned to the Company
and cancelled.
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16. STOCK OPTIONS (Continued)

Each stock option award is estimated as of the date of grant using a Black-Scholes Merton option valuation model that uses
the assumptions noted in the table below. To address the lack of historical volatility data for the Company, expected volatility
is based on the volatilities of peer companies. The risk-free rate for the expected term of the option is based on the U.S.
Treasury yield curve in effect at the time of grant.

As of December 31, 2008, there were 19,425,000 options issued and outstanding under the plan.

Expected volatility - 142.20% to 148.64%
Expected dividends 0% ‘
Expected terms 5 years

Risk-free rate 1.50% to 3.03%

A summary of option activity as of December 31, 2008:

: Weighted-Average
Weighted-Average Remaining
Options ] Shares Exercise Price Contractual Term
Outstanding at January 1, 2007 3,000,000 $ 0.17
Granted 9,325,000 .14
Exercised :
Forfeited or expired
Outstanding at January 1, 2008 12,325,000 $ .14
Granted 7,275,000 33
Exercised v :
Forfeited or expired ' (175,000)
Outstanding at December 31, 2008 19,425,000 22

A summary of the status of the Company’s nonvested shares as of December 31, 2008 and changes during the period then ended is
presented below: . ;

Weighted-Average
: Grant Date
Nonvested
shares - Shares Fair Value

Nonvested at January 1, 2007 3,000,000 0.17
Granted 9,325,000 » 0.13
Vested (3,958,000) 0.14
Forfeited '

Nonvested at January 1, 2008 , 8,367,000 0.13
Granted . 7,275,000 0.33
Vested (3,572,000) 0.33
Forfeited (175,000) 0.33

Nonvested at December 31, 2008 11,895,000 0.19
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STOCK PURCHASE WARRANTS

In March 2004, the Company granted 1,000,000 warrants to purchase its common stock for a purchase price of $.20 per share

. to an investor in connection with an investment in the Company. The warrants grant the hoider the right to purchase common

stock from the date of the grant to March 2012. Subsequently, these warrants were surrendered and reissued to five new
investors. In February 2005, an additional 100,000 warrants were granted to distributor for a purchase price of $.40 per share
as an incentive to enter into an exclusive marketing agreement for New York. The warrants can be éxercised at the purchase

price of $:40 any time from the date of grant through February 2010. During November and December 2005, the Company

granted 512,500 warrants to investors who purchased common shares through a private placement of common stock. These
warrants are exercisable for five years with an exercisable price of $.75.

During the last quarter of 2005 and the first two quarters of 2006, the Company granted 1,978,000 warrants to holders of
convertible debt who converted their debentures into common shares. These warrants are exercisable for a period of three
years with an exercise price of $.75.

In the months of January and February 2006, the Company granted 750,000 warrants to investors in a private placement of
common shares, These warrants are exercisable for a petiod of five years with an exercise price of $.75. In October 2006, the
Company approved a grant of warrants to purchase 600,000 shares of common stock to a law firm in consideration of
services rendered. These warrants are exercisable for a period of five years at an exercise price of $.05 per share.

During November 2006, the Company granted 200,000 warrants to consultants for services rendered. These warrants have an
exercisable period of five years at an exercise price of $.10. In addition, the Company granted 125,000 warrants to
consultants for services rendered during January 2007. These warrants have an exercisable period of five years at an exercise
price of $.40.

In February 2007, the Company granted 1,800,000 warrants to Geltech Sales LLC with an exercisable. period of seven years '
with an exercise price of $.24. On October 16, 2007, we notified Geltech that we elected to terminate this agreement with
Geltech based on performance obligations; resulting in a cancellation of 1,075,000 warrants.

During the 2007 calendar year, 2,959,390 warrants were issued to “Selling Agents” for private placement of common shares.
These warrants have an exercisable period of five years with an exercise price ranging from $.06 to $.11 per share. During
the third and fourth quarter of 2007, the Company granted 690,000 warrants to investors who purchased convertible debt
which was then converted into common shares these warrants have a three year period with an exercise price of $.50.

In November 2007, the Company issued 100,000 warrants to a sales representative for services rendered These warrants are
exercisable for a period of seven years with an exercise price of $.08 per share.

In December 2007, the Company issued 75,000 warrants to investors holding convertible debentiires which were converted to
common stock. These warrants are exercisable for a period of three years with an exercise price of $0.05 per share.

In December 2007, the Company issued 255,000 warrants to investors holding convertible debentures which were converted
to common stock. These warrants are exercisable for a period of three years with an exercise price of $0.20 per share.

~ In January 2008, the Company issued 112,500 warrants to investors holding convertible debentures which were converted to

common stock. These warrants are exercisable for a period of three years with an exercise price of $0.05 per share.

In March 2008, the Company issued 112,500 warrants to investors holding convertible debentures which were converted to
common stock. These warrants are exercisable for a period of three years with an exercise price of $0.05 per share.

Tn March 2008, the Company granted 7,000,000 warrants to consultants and advisory board members in a private transaction.
These watrants are exercisable for a period of five years with an exercise price of $0.05.

In April 2008, the Company granted 1,000,000 warrants to a consultant. in a private transaction. These warrants are
exercisable for a period of five years with an exercise price of $0.05.

In September 2008, the Company granted 1,362,500 warrants to “Selling Agents™ for private placement of common shares.
These warrants have an exercisable period of five years with an exercise price of $.05.

In December 2008, the Company granted 236,337 warrants to “Selling Agents” for private placement of common shares.
These warrants have an exercisable period of five years with an exercise price of $.07.
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17. STOCK PURCHASE WARRANTS (Continued)

In connection with the Company’s private placement that commenced in December 2007, the Company issued selling agents
an aggregate of 1,362,500 warrants to purchase common stock. Such warrants are exercisable at the per share price of $0.05
+ for a period of five years from the date of issuance.

The issuance of these securities was exempt from registration under the Securities Act of 1933, as amended, under Section
4(2) thereof inasmuch as the securities were issued without any form of general solicitation or general advertising and the
acquirers were provided with access to material information concerning the Company.

A summary of the status of the Company’s outstanding stock warrants as of December 31, 2008 is as follows:

Weighted-Average
Shares Exercise Price
Outstanding at January 1, 2006 , 2,950,500. $ 0.55
Granted ' 2,190,000 ) 0.50
Exercised
Forfeited
Outstanding at January 1, 2007 5,140,500 0.53
Granted 5,749,390 0.19
Exercised
Forfeited (1,075,000) (0.24)
Outstanding at January 1, 2008 ’ 9,814,890 0.36
Granted 9,823,833 0.06
Exercised and expired (3,923,000)
Forfeited
Outstandinga‘t} December 31, 2008 15,715,723

Exercisable at December 31, 2008 15,715,723
18.  LOSS PER SHARE ' '

Loss per share is based on the weighted average number of common shares. Dilutive loss per share was not presented, as the
Company as of December 31, 2008, has outstanding 19,425,000 options and 15,715,723 warrants which would have an
antidilutive effect on earnings.

December 31,

2008 2007
Loss from continﬁing operations available to common
stockholders $ (6,232,123) $ 5,698,643
Weighted average of common shares outstanding used in
earnings per share during the period 135,773,615 82,706,893
Loss per common shares $ 05) § (07)
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DISCLOSURE ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used to estimate the fair value of each class of financial instrument:

For cash the carrying amount is assumed to be a reasonable estimate of fair value.
For accrued interest, amounts are assumed to be a reasonable estimate of fair value.

20.

Based on current borrowing rates, the fair value of convertible notes, notes payable and line of credit approximates their
carrying value.

SUBSEQUENT EVENTS

On January 9, 2009, the Company entered into an agreement with Hallinan Capital Corp to sublease approximately 1,978
square feet of office space located at Three Bala Plaza East, Suite 101, Bala Cynwyd, PA 19004. The premises will serve as
the Company’s new corporate headquarters. The sublease expires two years following the commencement date and will
terminate on such expiration date provided that either party gives six months notice of its intention to terminate the lease to
the other party. In the event that neither party provides such notice, the sublease will continue on a month to month basis,
with either party having the right to terminate at any time upon the provision of six months written notice. The sublease will
however, terminate without regard to such notice provisions upon the expiration or termination of the lease under which
premises have been sublet to the Company. '

The sublease calls for monthly payments of $5,192.55 from the commencement date and through October 2009. Thereafter,
the rent due under the sublease will be increased by $1,978 per annum.
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SIGNATURES

In accordance with Section 13 or 15(d) of the Exchange Act, Skinny Nutritional Corp., Inc. has caused this Report to be
signed on its behalf by the undersigned, thereunto duly authorized.

Date: April 7, 2009 SKINNY NUTRITIONAL CORP.

By: /s/ Ronald Wilson
Ronald Wilson
President and Chief Executive Officer

In accordance with the Exchange Act, this report has been signed below by the following persons on behalf of the registrant
and in the capacities and on the dates indicated.

Name Title Date
/s/ Ronald Wilson Chief Executive Officer, President and Director ‘ April 7, 2009
Ronald Wilson : : ' ; . v :
/s/ Donald J. McDonald -~ - Chief Financial Officer and Director April 7,2009

Donald J. McDonald:

/s/ Michael Salaman Chairman of the Board of Directors April 7, 2009
Michael Salaman ‘

/s/ Michael Reis Director S April 7, 2009
Michael Reis :



Exhibit 31.1
CERTIFICATION
1, Ronald Wilson certify that:
1) I have reviewed this annual report on Form 10-K of Skinny Nutritional Corp.

2) Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this annual report; :

3) Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in
this annual report;

4) The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

~ a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
- our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiary, is made
known to us by others within those entities; particularly during the period in which this annual report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
~ designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation.of financial statements for external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting.

5) The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing th
equivalent functions); , ) :

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: April 7, 2009 o = ' By:  /s/Ronald Wilson
’ ) " Ronald Wilson
Chief Executive Officer




Exhibit 31.2
CERTIFICATION
I, Donald J. McDonald, certify that:
1) I have reviewed this annual report on Form 10-K of Skinny Nutritional Corp.

2) Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not mlsleadmg with
respect to the period covered by this annual report;

3) Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all
material respects the financial condition, results-of operations and cash flows of the registrant as of, and for, the periods presented in
this annual report;

4) The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Des1gned such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiary, is made
known to us by others within those entities, particularly during the period in which this annual report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting.

5) The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions);

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and :

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: April 7, 2009 By:  /s/ Donald J. McDonald
Donald J. McDonald
Chief Financial Officer




Exhibit 32.1

CERTIFICATION OF
CHIEF EXECUTIVE OFFICER
OF SKINNY NUTRITIONAL CORP.
-PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Skinny Nutritional Corp. (the “Company”) on Form 10-K for the period ending
December 31, 2008 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Ronald Wilson, Chief
Executive Officer of the Company, certify, pursuant to 18 U.S.C. ss.1350, as adopted pursuant to ss.906 of the Sarbanes-Oxley Act,
that:

€} The report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: April 7, 2009 : By: /s/ Ronald Wilson
Ronald Wilson
Chief Executive Officer

This Certification is being furnished solely to accompany the Report pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, and shall not be deemed “filed” by the Company for purposes of
Section 18 of the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, whether made before or
after the date of this Report, irrespective of any general incorporation language contained in such filing. A signed original of this
written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.



Exhibit 32.2

CERTIFICATION OF
CHIEF FINANCIAL OFFICER
OF SKINNY NUTRITIONAL CORP.
PURSUANT TO18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Skinny Nutritional Corp. (the “Company”) on Form 10-K for the period ending
December 31, 2008 asfiled with the Securities-and Exchange Commission on the date hereof (the “Report”), I, Donald J. McDonald,

Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. ss.1350, as adopted pursuant to ss.906 of the Sarbanes-Oxley
Act, that:

) The report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2 The information contained in the Report fairly presents, in all material respects, the financial condition and results of -
operations of the Company. ,

Date: April 7, 2009 By: /s/ Donald J. McDonald
: Donald J. McDonald
Chief Financial Officer

This Certification is being furnished solely to accompany the Report pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, and shall not be deemed “filed” by the Company for purposes of
Section 18 of the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, whether made before or
after the date of this Report, irrespective of any general incorporation language conitained in such filing. A signed original of this
written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.



